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What Price Lubrication? 





Between theoretically perfect lubrication and the average 
lies a wide field paved with wasted dollars. 


Texaco Lubrication Service saves these dollars. 


In industrial plants of all kinds throughout the world, in 
the land transportation systems, in marine service and in 
the great mining plants of the world, Texaco engineers 
are daily opening the way to better lubrication. 


For The Texas Company is a great “complete cycle” or- 
ganization. It manufactures a Texaco lubricant for every 
purpose. It owns and operates its own wells, pipe lines, 
refineries, manufacturing plants and transportation facil- 
ities. It is a company that provides a complete lubrica- 
tion service. 


Texaco lubrication engineers are specialists—retained to 
cooperate with you—to study your every requirement 
and specify exactly the proper lubricant in every case. 


And wherever you are, no matter how great the range of 


your operations, this service, and the same uniformly 
high quality lubricants are always freely available. 


TEXACO LUBRICANTS 


THE TEXAS COMPANY 


17 Battery Place, New York City 
OFFICES IN PRINCIPAL CITIES 
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THERE IS A TEXACO LUBRICANT FOR EVERY PURPOSE 
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A New Source 


of POWER .. 


he continued industrial expansion of 


America depends, in a large measure, upon the avail- 
ability of an ample supply of cheap power. 

A most efficient Industrial Steam Cycle is coming into 
use; a cycle which through the use of high initial steam 
pressures provides a source of cheap power for any plant 
using steam for processing. 

There has been a definite trend toward the adoption 
of higher steam pressures in the Public Utility field. Our 
intimate identification with this development led to the 
realization that the use of high pressures could be advan- 
tageously extended to Industrial plants by generating 
steam at a pressure sufficiently high to develop the amount 
of power required, when the turbines or engines are ex- 
hausting at a pressure high enough to meet the steam 
needs for process work. The prime movers thus act as re- 
ducing valves and the steam serves a double purpose in 
its reduction from initial pressure to final exhaust pressure. 

The cycle is simple, dependable and economical. 

Several installations of this type are already in suc- 
cessful operation. Several more are designed and in course 
of construction. 

This Company has developed, manufactured and in- 
stalled all types of steam generating equipment covering 
a wide range of pressures up to 1400 Ib. per square inch 
—and, we are now building units to operate at 1800 Ib. 
pressure. This will be the highest steam pressure in com- 
mercial use in America and the plant in which these units 
are being installed, will be the largest steam plant in the 
world operating at such a pressure. 

The use of high pressures involves many engineering 
problems which necessitate close coordination of fuel 
burning and steam generating equipment. As pioneers in 
the development of complete steam generating units— 
both stoker and pulverized fuel fired types— Combustion 
Engineering Corporation is in a position to give valuable 
counsel to those interested in the economies of high pres- 
sure steam. 





COMBUSTION ENGINEERING CORPORATION 
international Combustion Bidg., 200 Madison Ave., N. Y. 
A Subsidiary of 
INTERNATIONAL COMBUSTION ENGINEERING CORPORATION 
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Pages with the Editor 





So many readers have written in to re- 
quest that Pusiic Utititres FortNiGHTLY 
publish an index of cases in each issue, that 
the Editor is yielding to his public and is 
starting this feature at once—beginning in 
this current (March 21st) number. 

* ‘ 


Wittiam 9 ButrerwortH (whose article 
appears on pages 320 to 326 of this issue), 
is president of the Chamber of Commerce 
of the United States; in private life he 
is the president of both a manufacturing 
corporation and of a bank, as well as a 
director in other business enterprises— 
among them the United Light and Railways 
Company of Chicago. He has, therefore, a 
very real interest in the subject on which 
he writes—the plans for the development of 
cur water power on a national scale. 

* * 

Joun G. Hopwoop, who tells (on pages 
327 to 330) of the enormous savings to the 
ratepayers in Pennsylvania as the result of 
the Public Service Commission’s methods of 
handling complaints informally—thus avoid- 
ing the delays and expenses of formal court 
proceedings—is Secretary of that Commis- 
sion, and is, consequently, intimately acquaint- 
ed with the facts of the cases. 

* + 

Dr. Wortuy P. Sterns, who writes (on 
pages 302 to 312 of this issue), of the work, 
methods and purposes of the Federal Trade 
Commission, has been connected with the 
Bureau of Corporations and with the Federal 
Trade Commission since their beginnings; 
he has only just retired from the government 
service ‘and—following Mr. Coolidge’s ex- 
ample—is turning to magazine writing. 

* * 


In view of the importance which the Fed- 
eral Trade Commission has assumed as the 
result of its present inquiry into the activi- 
ties of our public utilities, that organization 
has become an object of timely interest to 
utility executives throughout the country; 
Dr. Sterns’ article answers many of the 
questions that they are asking about it. 

* * 


Acatin the Editor has drawn from the 
Mail Bag some letters of praise of the new 
dress and of the expanding editorial policies 
of Pusric Utimities Fortnicutty. For 
instance: 

* * 

“THe popular articles on regulatory 
problems that the new Pustiic UTILITIES 
FoRTNIGHTLY contains,” (writes Mr. C. 
E. Archer, treasurer of Peninsular Tele- 
phone Company of Tampa, Florida), “are 


VI 


es, 


unusually interesting, instructive and clear, 

and all of the executives of our company 

read them very carefully, as they can be 

read quickly and digested easily, and at the 

same time contain the vital facts, as they 

are handled in an excellent manner. j 
* * 

“We make it a routine to see that the 
persons in charge of our management, our 
financial, legal, accounting and _ valuation 
departments, see these new fortnightly 
issues in order to keep us up to the 
minute.” 


* * 


From another’ prominent public _ utility 
executive comes the following commentary: 
* * 


“I want to let you know that Pvustic 
Utiuitres FortNiGHTLY is read with a 
great deal of interest by our executives 
and others; a copy is placed in our library 
and many employees avail themselves of it. 

* * 


“THESE fortnightly issues are an aid 
to us in keeping up-to-date on decisions, 
orders and recommendations of Courts 
and Commissions and on every-day utility 
problems. 

* 

“We have been subscribers to this serv- 
ice for many years and we feel that it 
is worth far more to us than the nominal 
cost. Dealing as it does with the essence 
of regulation in a matter which clearly 
brings out its value, it should be in the 
hands of all executives in the industry.” 

—P. S. Younc, Vice-President, 
Public Service Electric and Gas Company, 
Newark, N. J 
* * 


* 


bouquets that enter the 
is an occasional brickbat, 


But among the 
editorial sanctum 
too. 

* 

ONE esteemed but temporarily disgruntled 
reader, for instance, objects to some of the 
opinions that are put forward by some of 
our contributors; he takes particular excep- 
tion to several of the remarkable remarks 
that are selected for publication in the 
editorial feature that is labelled—with pe- 
culiar propriety—“Remarkable Remarks.” 

* * 


* 


THE 
reader 


kick registered by this esteemed 
is, in its very nature, an unwitting 
tribute. For the interest that lies in these 
remarkable remarks—(and some of them 
are startling, we freely admit)—may be 
attributed to the fact that they represent 
(Continued on page VIII) 
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Permanent Poles Provide 
Better Distribution Service 


PERMANENT institution naturally de- the number of poles will do much to im- 

mands permanent materials for its prove street appearance. The credit for 
equipment. Consequently, when the Ohio this improvement, of course, accrues to 
Public Service Company decided to rebuild the benefit of the utility. : 
their distribution system in the downtown Utility companies in dozens of cities are 
district of Warren, Ohio, they selected revamping their distribution service 
Union Metal Poles to replace the old type. through the use of attractive Union Metal 
The above photographs show the work in Poles. The long life of this type of pole 
progress. protects the original investment. 
; : Union Metal engineers are ready to help 
All services now carried on several sets of you with your particular problems and 
poles will be combined on the new Fluted show you how this modern equipment can 
Steel Distribution poles. The reduction in benefit your company. 


Tue Union Metrat MAnurFAactTurRING Co. 
General Offices and Factory, Canton, Ohio 


Branches—New York, Chicago, Philadelphia, Cleveland, 
Boston, Los Angeles, San Francisco, Seattle, Dallas, Atlanta. 
Distributors: 
Graybar Electric Company, Incorporated G-E Merchandise Distributors Association 
Offices in all principal cities 


UNION METAL 


DISTRIBUTION AND TRANSMISSION POLES 
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widely divergent 
in striking terms. 


opinions, often expressed 


* 


To assume, however, that the Editor en- 
dorses all of these conflicting opinions is, of 
course, a self-evident error. 

* . 


Wuen the Reds accuse the Editor of 
showing partiality to the Blacks, and the 
Blacks acuse him cf being biased in favor 
of the Reds, the Editor can merely conclude 
that he is being about as fair as is humanly 
possible. 

* + 

Anp being fair, too, without committing 
either himself or this magazine to the views 
expressed by his contributors. 

* * 

A Few days ago the Editor invited a cer- 
tain Very Distinguished Gentleman (whose 
ideas about public utilities regulation have 
been somewhat at variance with those enter- 
tained by most utility executives, but none 
the less interesting on that account), to ex- 
press his present opinions in a comprehensive 
and authoritative article for publication in 
Pusitic UrtiLities FortNIGHTLY. 

* x 

His reluctance has inclined the Editor to 
wonder if the Very Distinguished Gentleman’s 
opinions have been 


not undergoing some 
modifications since he first committed him- 
self—a circumstance that would at least 


offer a plausible explanation of his apparent 
hesitancy in either declining the invitation or 
in accepting it. 


* * 


Possis_y he finds himself in the position 
which he no longer wants to maintain, but 
from which he finds it difficult to withdraw— 
as did the youth struggling with his hand 
in his horse’s mouth, pictured in a recent 
issue of the London Punch: 

. * 

“Hr! What are yer puttin’ yer ’and in 

‘er mouth for?” asks the riding master. 
* 


* 
“T arn’t,” was the youth’s reply. “I’m 
trying to take it out.” 
* 
THE much-discussed Worcester Electric 


Light Company case will be found in this is- 
sue of Pusiic Utititres Fortnicutty. The 
report by Special Master Warner upholds 
the order of the Massachusetts Department 
of Public Utilities, reducing electric rates. 

* * 


ALTHOUGH the Worcester Company is 
found to be earning enough to repulse the 
claim of confiscation, the Special Master re- 
fuses to sustain the theory that rates should 
be based upon investment rather than upon 
present value, measured largely by reproduc- 
tion cost less depreciation. 

* * 


THE United States Courts are declared to 
be without power to fix rates, but their -prov- 
ince in interpreting the constitutional rights 
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EDITOR (continued) 


of public utility companies when passing upon 
orders of State Commissions is set forth, 


* * 
ConTRACTOR’s compensation, labor rates, 
paving over conduits, overheads generally, 


going value, and other factors that are usual- 
ly considered in valuation cases, also receive 
the attention of the Special Master. 

* * 

One of the important elements which form 
the basis for the decision that the rates are 
not confiscatory seems to be the question of 
apportioning revenues between commercial, 
domestic lighting and power customers. The 
Special Master rejects the idea that the net 
income from the service covered by a Com- 


mission order should be considered alone 
without considering the income from other 
classes of service. 

* 


AMoNnG the new public utilities that seem 
destined to assume major importance is aero- 
nautics; especially and specifically, of course, 
commercial aeronautics. 

* * 

THE gradual but inevitable growth of pas- 
senger-carrying service by airplane; the co- 
ordination of this service with the railroads, 
and the extension of the airmail and express 
service, are all raising new problems in regu- 
lation. 

+ + 

In the course of its investigations, Pustic 
Urtixities FortNIGHTLY has come across some 
mighty interesting information, as well as 
some men who have some mighty interesting 
ideas about what should and should not be 
done in placing this new utility under control. 


* * 
DurRING the coming months the Editor ex- 
pects to present his readers with several 
contributions from these men—all of whom 


are outstanding authorities in this field. 
* + 

On several recent occasions our articles 
have been reprinted in pamphlet form and 
sent out in large quantities; one of the latest 
to be thus honored is the article “Present 
Costs,” by Prof. Harry Gunnison Brown, 
which was published in our March 7th issue. 

* * 

Tue Editor is always glad to cooperate in 
thus accommodating his readers and contrib- 
utors and in extending the influence of this 
magazine among those who are unable to 
obtain additional copies. 
, + + 
For we print barely enough copies to sup- 


ply our regular subscribers; consequently 
when unexpected demands are made _ for 
extra copies, the edition is promptly ex- 
hausted. 

* * 
To meet this rapidly growing demand, our 
next issue (dated April 4th) will be the 


largest that this periodical has ever printed. 
—TueE Epzrror. 
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Reminders of 
Coming Events 


*(*4° Notable Events 
Utilities Almanac and Anniversaries 








21 | T* 


The Pennsylvania Railroad was authorized by the State legislature to build an 80- 
mile steam railroad from Philadelphia to Columbia, 1832. 





22 | F 


Water power in the United States began in Biddeford and Saco, Maine, with the 
building of sawmills operated by hydraulics; 1750. 





23 


Another step was made in aerial transportation when a spherical balloon travelled 
from Paris to Khartof, Russia, 1,500 miles, in 41 hours; 1913. 





24 


A charter was granted to the “New York & Erie Railroad Company” (now the Erie) 
which was later exploited by DAN DREW, JIM FISK and JAY GOULD; 1832. 





25 


Transportation facilities in London were augmented by the opening of the ® 
Thames Tunnel, 1,200 feet long, which took 18 years to build; 1843. 





26 


The famous “pony express” service began between St. Joseph, Mo., and California; 
it maintained 80 riders and 400 horses; 1860. 





27 


Don’t forget the Middle West Geographic Division Convention, opening April 24, 1929. 
f Long distance telephone from New York to Boston began service, 1884. 





28 


Modern transoceanic transportation began when the first steamboat, the Savannah, 
started across the Atlantic from New York for Liverpool, 1819. 





29 


A commission was appointed to lay out a national road from Cumberland, Maryland, 
to the Ohio River, to aid in the development of the West, 1806. 





30 


The first transoceanic news item to be transmitted by radio was published in the Lon- 
don Times, 1903. 











The first system of street lighting of historical record was in Antioch, where oil lamps 
were hung by ropes across the streets; 4th century. 





APRIL eD 





The “New York and Mississippi Valley Printing Telegraph Co.,” predecessors to the 
Western Union Telegraph Co., was founded, 1851. 





STEPHEN D. FIELD filed a patent on a third-rail system for street cars; € 
this was the forerunner of the modern third-rail system; 1879. 











JAMES J. HILL opened a transportation office of his own, representing a steamboat 
concern; he became the world’s greatest railroad builder; 1865. 








“There has never been a period in our history when the need 
for improved means of transportation has not been pressing.” 
Pror. Martin G, GLAEsER. 
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New York Edison Co. 
CITADELS OF SERVICE 


No.1: The new building of the Consolidated Gas Company 

of New York, at Irving Place and Fourteenth Street; one of 

the structures of outstanding architectural beauty in this 
historic section of Manhattan Island. 
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The PUBLIC UTILITIES AND THE PUBLIC 


| recent months there seem to have 
been contrary rulings as to the 
duty of the Commissions to approve a 
consolidation or merger of utilities in 
the states of Maryland and New 
York. The Commission in the Em- 
pire State has ruled that such consoli- 
dations must be shown to be in pub- 
lic interest, whereas the highest court 
in the Free State has gone on record 
as ruling that the Commission must 
approve unless the consolidation is 
actually shown to be detrimental to 
the public interest. 

As a result of this conflict of au- 
thority other states have contributed 
and probably will contribute their 
view on this important question. A 


recent consolidation, proceeding from 
Maine, indicated that the Commission 
of that state is inclined to follow what 
might be called the Maryland rule. 
On approving of the proposed merger 
the Maine Commission states: 


“The petitioners represent that the 
union of the various companies into 
one organization would result in de- 
sirable economies and could in no 
way be inimical to the public inter- 
ests. Such mergers have been before 
this Commission on numerous oc- 
casions and we recognize that in the 
absence of reasons impelling us to a 
contrary view, we should respect the 
judgment of those who own and con- 
trol such properties.” 


Re Ashland Electric Light & P. Co. U-1023. 


Merger with a Foreign Corporation Is Not Allowed 


HE laws of the various states 
and rulings of the various Com- 
missions regarding consolidation, 
merger, and sale of local utilities will 
continue to be different as long as the 


lack of uniformity and the jurisdic- 
tion and powers of the various State 
Commissions persist. In Vermont, 
for instance, foreign public service 
corporations are apparently permitted 
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to operate within the state, and the 
jurisdiction of the Vermont Commis- 
sion over the security issues of such 
foreign corporations is very limited. 
Consequently, when the Chester 
Water & Light Company applied re- 
cently to sell its assets to the Allied 
Vermont Utilities, a Delaware cor- 
poration, the Commission said : 


“After the introduction of some 
evidence showing that this consolida- 
tion would result in reduction of 
overhead, more economical manage- 
ment, greater operating efficiency and 
the like, the Commission announced 
it was convinced that this consolida- 
tion would bring about a public bene- 
fit but inquired why this could not be 
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accomplished through the medium of 


a domestic corporation. Under Gen- 
eral Laws 4982 we have to find that 
the sale of all the assets of a domes- 
tic public utility corporation will pro- 
mote the general good of the state.” 

“The record is silent as far as ad- 
vancing any good reason for the sale 
of all the assets of these three Ver- 
mont corporations to a foreign cor- 
poration. We are of the opinion that 
unless it can be clearly shown that 
marked benefits will result from a 
transfer of all the assets of an operat- 
ing Vermont utility corporation to a 
foreign corporation, the public good 
will best be promoted by keeping such 
corporations domestic.” 


Re Chester Water & Light Co. Nos. 1386- 
1388. 


The Abuse of the Weekly Railway Pass 


_ in 1927 a street railway com- 
pany which applied to the Indi- 
ana Commission for authority to dis- 
continue the use of weekly passes 
enumerated some of the abuses result- 
ing from their use. Evidence was 
submitted that a person who entered 
a car would hand the pass out of the 
window to another person who would 
get aboard the same car, using the 
same pass; it also developed that it 
was the practice of some of the pur- 
chasers of the weekly passes to retain 
old passes and when the color scheme 
was used again to present the old pass 
in an attempt to “get by” with it on 
account of it being the same color. 
One inspector testified that on one 
occasion two passengers boarded a car 
at one corner using the same pass by 
passing it out of the window. At the 
next corner the same pass was handed 
out of the window to another person 
who boarded the car. At this time 
the inspector called attention to the 
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party who held the pass and asked 
him how “they got away with that 
sort of thing.” He said they did it 
by handing it out of the window and 
that it was frequently done as much 
as six or eight times. (Re Terre 
Haute, I. & E. Traction Co. P.U.R. 
1927D, 549.) The use of the weekly 
pass is also a doubtful form of rate 
making, according to the Connecticut 
Commission, when applied to motor 
bus transportation. 

These abuses occurred where the 
pass is not supposed to be transfer- 
able. Imagine the embarrassment of 
the Five Mile Beach Electric Com- 
pany of New Jersey which has a 
weekly pass transferable and good 
for unlimited use. The pass is sold at 
the rate of $1 and the cash fare is 10 
cents. When it was first placed in 
effect in 1925 the revenues therefrom 
were entirely satisfactory. There was 
a decrease in 1926 and again in 1927. 
The revenues obtained in 1928 made 

















such a marked decline that the com- 
pany felt it necessary to apply for an 
increase in rates in order to pay 
operating expenses. It appeared that 
the average number of riders per pass 
was about twenty a month for three 
and one-half years. 

Abuse occurred particularly among 
school children as there was nothing 
to prevent the school children from 
transferring the pass to one another 
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and since children usually go to school 
in large groups it may be easily sup- 
posed that the abuse was wholesale. 
The company did not ask an increase 
for the pass that applied to such chil- 
dren but asked permission to remove 
the transferable feature of the pass. 
The New Jersey Board approved both 
applications of the company. 


Re Five Mile Beach Electric Co. 


Water Rates Are Increased Because of Additional Taxes 


HE Milo Water Company has 

been operating since 1909 in the 
town of Milo, Maine, under a con- 
tract with the town providing, among 
other things, for the payment of a 
certain amount for hydrant rental and 
for other services to the municipality 
in such amount as shall equal the 
amount of tax, if any, assessed 
against the company by the town. 

On April 1, 1928, however, the 
town of Milo assessed against the 
property of the water company a con- 
siderable amount of additional taxa- 
tion whereupon the company peti- 
tioned the Maine Commission for a 
rate adjustment showing that by rea- 
son of such practice its revenues were 
insufficient for the company’s require- 


ments. The Commission ruled that it 
had jurisdiction to adjust the rates 
under the circumstances and pointed 
out that the cash payment made by 
the town for hydrant rental under the 
previous arrangement plus an amount 
equal to a reasonable tax assessment 
represented the share of the total bur- 
den which had previously been borne 
by the municipality on account of its 
fire protection service. Thereupon 
there was allocated to hydrant rental 
the entire additional revenue required 
by the imposition of the tax, and the 
relative burden imposed upon the mu- 
nicipality and the other customers of 
the company was held to be un- 
changed. 


Milo Water Co. wv. Itself, F. C. 769. 


The Substitution of Gas-electric Motor Coaches 
for Steam Service 


A* interesting innovation has been 
made by the Chicago, Burling- 
ton & Quincy Railroad Company in 
substituting for its steam passenger 
service between Palmer and Burwell, 
Nebraska, a gas-electric motor coach 
service. The plan has been approved 
by the Nebraska Commission. Its 


object was to promote certain operat- 
ing economies in view of the declin- 
ing business in that district. 

It was shown that the overhead ex- 
pense of operating the new gas-elec- 
tric coach would be $1,180.24 a month 
as compared with $2,110.25 for oper- 
ating steam train service over the 
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same rails. The new equipment is a 
75-foot coach with a capacity of thirty 
to thirty-five passengers and a mail 
and baggage compartment. Although 
the approval was made for an experi- 
mental period of ninety days, it was 
pointed out that in previous substitu- 
tions of a like character, the Commis- 
sion had not received a single written 
complaint. It further stated: 
“The Commission is of the opinion 
that where economies can be prac- 


ticed without discommoding the pub- 
lic the railroad company should not 
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only be permitted, but be required to 


practice them, as an uneconomic 
waste should not be tolerated as in 
the final analysis other classes of 
service must make up the loss in in- 
creased charges for service that the 
public has to have. Railroad com- 
panies do not create value, they sell 
service for value and if they furnish 
service that the public is not patroniz- 
ing, it is obvious that the service is 
being furnished at a loss and this loss 
has to be made up from some other 
source.” 


Re Chicago, B. & Q. R. Co. Application 
No. 7560. 


When Does a “Rural” Customer Become an “Urban” Customer? 


NUMBER of electric consumers 

who reside in the unincorporat- 
ed village of Rosemond, Illinois, filed 
formal complaint with the Commis- 
sion of that state that the Central 
Illinois Public Service Company had 
refused to extend service to them un- 
less they paid the construction cost of 
the extension. It was said to be the 
policy of the company as approved by 
the Commission to make rural con- 
sumers pay for this construction or 
else do it themselves when urban con- 
sumers were not so charged. In dis- 
missing the complaint and sustaining 
the company’s position, the Commis- 
sion said: 


“The Commission recognizes that 
in many communities in Illinois, 
whether incorporated or wnincor- 
porated, electric public utilities may 
and do experience difficulty in decid- 
ing definitely those customers that 
should be classified rural instead of 
urban. It is not unreasonable to 
assume that there are many condi- 
tions in the state similar to this case, 
where under a strict interpretation 
of rate schedules, certain existing 
customers should be classified other 
than now classified. It appears, 
therefore, that each individual case 
as it is brought to the attention of 
the Commission, should be decided 
on its individual merits, using those 
facts available as a basis.” 

Scott v. Central Illinois Pub. Service Co. 
No. 18446 


A Street Railway Is Not a “Railroad” under the Ohio Statute 


i. is a statute in Ohio which 
provides that a company operat- 
ing a railroad in that state may de- 
mand and receive for transportation 
of passengers on its line a rate not 
exceeding three cents a mile. 
Recently the Cleveland Southwest- 
ern Railway & Light Company made 
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an application to the Ohio Commis- 
sion for increased fares to attain a 
maximum of 3.6 cents per mile. The 
applicant presented convincing evi- 
dence in support of its contention that 
its present fares were insufficient to 
provide a sufficient revenue to meet 
and pay the cost of operation, neces- 
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sary maintenance, taxes, and other 
expenses, and reasonable return on its 
property. 

The Commission agreed that unless 
some immediate relief was granted to 
the electric interurban transportation 
company the withholding of the right 
to collect increased fares and charges 
would merely hasten the abandon- 
ment of the public service companies 
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remaining in business. The increase 
was allowed notwithstanding the stat- 
ute, in view of a decision of the state 
supreme court distinguishing between 
street railways and railroad compa- 
nies for the purposes of rate making, 
thereby taking the applicant out of the 
operation of the statute. 


Re Cleveland, S. W. & Columbus R. Co. 
Ex Parte Proceeding No. 20. 


How Much Revenue Is Required for New Extensions? 


6 ies question of just what amount 
of prospective return is necessary 
to warrant the extension of an elec- 
tric company is often difficult to de- 
cide. The Connecticut Commission 
has ruled that 20 per cent gross re- 
turn on the cost of a proposed ex- 
tension as required by a company in 
that state was not unreasonable but 
rather less than the percentage usually 
asked by electric companies for exten- 
sions into new territory, and the will- 
ingness of the company to be content 
with such an allowance was said to be 
commendable. The Commission fur- 
ther stated : 


“The Commission has not hereto- 
fore prescribed any definite policy or 
rule in determining the conditions 
upon which extensions of electric 
service should be made into unde- 
veloped or rural territory, where it 
appears that the desired extension 
cannot pay the cost of operation at 
regular rates and afford the company 
a reasonable return on the investment 
involved. Each extension has been 
determined upon its own facts and 
merits. 

“Different plans have been adopted 
in making such extensions, some ap- 
proved by the Commission, and some 


by mutual agreement between the 
company and the prospective patrons, 
but all involving some additional pay- 
ment over and above the regular 
rates. In some cases cash or equiva- 
lent contributions have been made 
toward the cost of constructing the 
line, the patrons then receiving the 
service at regular rates; in other 
cases a guarantee that the company 
will receive an annual gross revenue 
of at least a stated amount for a 
term of years; and in still other cases 
an increased rate for the customers 
along the extension, or a combination 
of increased rate and guarantee 
whereby the company is assured of 
at least a stated amount of annual 
gross revenue for a term of years, 
etc. Certain companies have adopted 
rules pertaining to such extensions, 
some companies establishing a pre- 
determined fixed charge per customer 
per month for each 100 feet of ex- 
tension in excess of the ordinary free 
extension service, irrespective of the 
total cost of the extension, while 
other companies have established a 
predetermined fixed charge per cus- 
tomer per mile, the amount depending 
upon the number of customers per 
mile and irrespective of the cost of 
the extension. It is difficult to adopt 
any fixed plan which will meet condi- 
tions in every case.” 

Re Meyer, Docket No. 5231. 
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Depreciation May Be Computed on the Original Cost Basis 


yp question of whether annual 
depreciation should be estimated 
upon original cost of utility property 
or based upon present-day prices con- 
tinues to be a bone of contention be- 
tween the utilities and the Commis- 


sions. In a fairly recent application 
of an Illinois telephone company for 
increased rates, the engineering staff 
of the Commission based its annual 
accruing depreciation upon the esti- 
mated original cost of the property. 
The amount set aside by the com- 
pany, however, was sufficient to re- 


place the property at present prices. 

The Commission said that it had in 
the past accepted the original cost as 
the proper basis for determining the 
annual accruing depreciation and 
such principle would be adhered to 
in the current case. It was further 
stated : 


“Tt is not the purpose of the depre- 
ciation reserve to make capital but 
rather to perpetuate the capital actu- 
ally invested.” 


Re Vermont Teleph. & Exchange Co. No. 
18221. 


Water Rates Are Set Aside as Discriminatory 


HE Spring Brook Water Supply 
Company, operating in the city 

of Wilkes-Barre, Pennsylvania, and 
a number of surrounding municipali- 
ties, was incorporated in 1884. Not 
far away the Scranton Gas & Water 
Company, operating in the city of 
Scranton and vicinity, was incorpo- 
rated in 1854. Each of these com- 
panies had, under the laws of Penn- 
sylvania, absorbed by merger a num- 
ber of other water companies that 
had been rendering service in that 
area. Rate discrepancies between the 
schedules of the two companies be- 
came so marked and the service areas 
of the two companies was so close 
that a consolidation was effected in 
order to avoid wasteful competition. 
On May 29, 1928 the merged and 
reorganized Scranton-Spring Brook 
Water Service Company announced 
a new schedule of rates applicable 
throughout the combined system. Im- 
mediately a strenuous protest and ob- 
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jection was made by citizens and 
municipalities affected. The Penn- 
sylvania Commission after a consid- 
eration of facts was convinced that it 
would not be just and reasonable to 
permit the company to exercise its 
right to collect the new rates. Exam- 
ination of the tariffs led the Commis- 
sion to the conclusion that the rates 
were discriminatory and preferential 
as between the classes of consumers. 
The obvious objection was that too 
large a burden of the increased rates 
could be placed upon domestic con- 
sumers as against users of water in 
larger quantities. Therefore, not- 
withstanding the fact that no finding 
as to the value of properties was 
made, the Commission suspended the 
rate and ordered a reduced schedule 
to be placed in effect pending further 
proceedings. 


Scranton v. Scranton-Spring Brook Water 
Service Co. Complaint Docket Nos. 7652, et 
al. 

















iy setting up figures as to the value 
of its property and amount of its 
revenues, the Middle States Tele- 
phone Company, in a rate proceeding, 
included only local exchange property 
and omitted from consideration the 
cost of all toll lines. The engineer- 
ing staff of the Illinois Commission, 
on the other hand, included in its val- 
uation the cost of all toll lines and in 
its statement of operating revenues 
included therein the entire amount of 
toll revenue earned by the company 
on messages transmitted over the 
lines included in the valuation. 

There was also included commis- 
sions on tolls transmitted over connect- 
ing company lines. The company had 
omitted from its consideration part of 
its toll revenues, the amount included 
in its statement of operating revenue 
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being commission received from con- 
nected companies, and 25 per cent of 
the toll originating on its own lines. 
The evidence in the record, as pointed 
out to the Commission, however, 
showed that in both cases—that is, 
in the exhibits presented by the com- 
pany and in those presented by the 
engineering staff—the entire cost of 
operation, maintenance, and neces- 
sary accruing depreciation for re- 
placement of the toll lines when they 
should reach the end of their useful 
life were included in the operating 
expenses of the exchanges involved. 

The Illinois Commission in its find- 
ings of value included all toll property 
and decided also that all toll revenue 
should be included in its estimation of 
operating revenues. 


Re Middle States Teleph. Co. No. 18616. 


Percentage of Water Revenue from Fire Service 


UNICIPAL fire protection is no 
different from other water 
service. It is generally considered 
differently in the allocation of the 
cost of service. It has been held that 
interest and depreciation on municipal 
water works might be apportioned to 
public fire and protection service on 
the basis of the per cent of plant in- 
vestment necessary for such service. 
Applying this principle to private 
water utilities frequently involves the 
more delicate question of allocation. 
Percentages varying from 10 to 30 
per cent have been known and this 
wide variation is due to local condi- 
tions. In a large and thickly settled 
city where the cost of fire protection 
is comparatively small in comparison 


with the number of domestic custo- 
mers, the percentage is likely to be 
much smaller than in a sparsely set- 
tled district with a fire plug for every 
few houses. 

In adjusting the rates of the New 
Jersey Water Company, the New 
Jersey Board decided on 124 per cent 
as the proper proportion of the total 
revenue to be collected for fire serv- 
ice in each division served by the com- 
pany. The Board stated: 


“In several cases detail studies 
have been made by us to determine 
the proper percentage of total reve- 
nue which should be allocated to fire 
service. This has been found to vary 
from about 123 per cent for the larg- 
er companies to as high as 25 per 
cent and even 30 per cent for smaller 
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companies. In this case, it is our 
opinion that about 124 per cent is the 
proper proportion of total revenue to 
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be collected from fire service in each 
division.” 
Re New Jersey Water Co. 


- 
A Customer Must Establish His Credit with Utility 


E C. Rrecet of Washington, Di- 
¢ rector of the Consumers Guild 
of that city, has been the moving 
figure in a number of cases before the 
Public Utilities Commission of the 
District of Columbia regarding the 
practices of gas, electric and telephone 
utilities in requiring deposits from 
consumers before connecting service 
in the Capital city. It is apparently 
the opinion of Mr. Riegel and the or- 
ganization of which he is an officer, 
that inasmuch as uncollectible ac- 
counts are ultimately paid for by the 
consumers rather than by the utilities, 
it is, therefore, a matter between the 
consumers themselves, and the utili- 
ties have no right to make regulations 
concerning the restriction or discon- 
tinuance of service because of ques- 
tionable credit. 

Mr. Riegel requested service from 
the Washington Gas Light Company 
and the Potomac Electric Power 
Company, and the Chesapeake & 
Potomac Telephone Company. Gas 
and electric service was accordingly 
installed in his apartment but upon his 
refusal to answer questions and to 
make a deposit guaranteeing payment 
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ce University School Exchange 
of Norman, Oklahoma, recently 
filed a complaint with the Oklahoma 
Commission against the practice of 
the Southwestern Bell Telephone 
Company in requiring $25 deposits 
298 


A Telephone Company Has a Right to Adopt Credit Rules 


of his bill, the service was disconnect- 
ed. The telephone company refused 
to install an instrument upon Mr. Rie- 
gel’s failure to make a deposit or to 
give any references. 

The Commission ruled that the 
action of the various utilities in re- 
fusing service to Mr. Riegel upon his 
failure to answer questions that were 
merely designed to establish his own 
credit or to pay a deposit in lieu there- 
of, was not unreasonable. The opin- 
ion states: 


“Losses due to uncollectible bills 
are treated as a deduction in deter- 
mining the amount available to pay 
a return on the value of the property 
of utilities; consequently, those who 
pay their bills, in effect, also pay the 
bills of those who fail to pay. It is, 
therefore, in the public interest that 
losses on bad accounts by utilities be 
held at a minimum. Guarantee 
against any such losses is only pro- 
vided by full prepayment, but in the 
case of metered or measured service 
such prepayment is difficult to carry 
into effect and would be more of an 
inconvenience than the payment of a 
deposit as a condition to giving serv- 
ice.” 


Riegel v. Washington Gas Light Co. Order 
No. 741, Formal Case No. 22. 


before permitting service; this re- 
quirement was made for the alleged 
purpose of securing payment of long- 
distance bills. The company ex- 
plained that it was its custom to make 
such requirements in cases of patrons 
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whose credit was questionable, and al- 
though the complaining corporation 
had always paid its bills, the telephone 
company refused it further long dis- 
tance credit because its president and 
manager had failed to pay his bill as- 
sessed against his residence telephone. 
The company made other investiga- 
tions of the University School Ex- 
change and decided that its credit was 
not any more secure than that of its 
president and manager. The Com- 
mission, in dismissing the complaint, 
held that no discrimination had been 


¥ 


practiced against the complainant and 
that the telephone company had a 
right to make and enforce reasonable 
rules and regulations concerning the 
extension of credit to its patrons, and 
has the right to determine to whom it 
should extend credit within reason- 
able limitations, and where extension 
of credit had been abused, to require 
reasonable security for the payment 
of its bills before extending credit. 


University School Exchange v. Southwest- 
ern Bell Teleph. Co. Cause No. 9047, Order 
No. 4576. 


“Book Cost” as a Factor in Making Valuation of Natural 
Gas Leaseholds 


i pe Logan Gas Company of Ohio 
continues to ask for a market 
value basis of valuation of its lease- 
hold property, whereas the Commis- 
sion of that state has reiterated its 
previous position that book cost to 
the company of such asset is the only 
fair means of valuing the property. 
The Commission observed that the 
company would be allowed the rea- 
sonable rental charges for the posses- 
sion of the leaseholds which are used 
and useful in the furnishing of its 
public utility service, and there is no 
warrant in law for a duplicate allow- 
ance of this charge in the guise of a 
return on the value of them. The 
Commission explained: 


“The company, already imposing 
upon the public the rental charges, as 
an operating expense, may not ask 
that the public pay to it a second 
rental, as a return, for the use of the 
same property. Again, the testimony 
which was adduced in the hearing 
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on the protests to the tentative val- 
uation indicates that some 
gas properties, including some lease- 
holds, have changed hands in the last 
few years. These isolated trans- 
actions do not convince the Commis- 
sion that there is any general market 
for gas leaseholds. Even presuming, 
for the purposes of this case, that 
such a general market did exist, the 
Commission is forced to conclude, 
after a careful analysis of the tran- 
script, that no market value has been 
shown which can, with reasonable- 
ness, be accepted for inclusion within 
a rate base. The personal opinions 
of the witnesses suggest only specu- 
lative amounts which are bottomed 
on nothing which is tangible or 
sound. It is admitted by practically 
all of the witnesses in this matter 
that even though these properties 
were to change hands, the considera- 
tion is one which must fluctuate ac- 
cording to the negotiations of the 
parties in interest.” 


Re Logan Gas Co. Advanced Utility Rate 
Proceedings Nos. 189-192. 








Bw Oklahoma Commission has 
approved of three amendments 
to its rules and regulations that pre- 
scribe standards for gas service in 
that state. 

The first amendment permits the 
gas utilities to require a gas deposit 
of one-eighth of the estimated annual 
bill of each domestic consumer, pro- 
vided that in no case the deposit 
should exceed $2 a room, but a mini- 
mum deposit of $5 per consumer 
might be required. 

The second amendment provides 
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Three New Amendments to Standards for Gas Service 


- 
A New Method of Measuring 









for a payment of the legal rate of 
interest in the absence of contract in 
the state of Oklahoma which is 6 per 
cent on the deposit; it was decided 
that this rate would be more constant 
than the banking current deposit rate. 

The third amendment entitles a 
prospective consumer to a free exten- 
sion of main, not less than one-hun- 
dred feet, exclusive of streets, alleys 
and rights-of-way. 


Re Regulations Prescribing Standards For 
Gas Service, Cause No. 8886, Order No. 
4570. 


Natural Gas Pressure Is Approved 


7° until a few weeks ago the rules 
and regulations of the Okla- 
homa Commission required a gauge 
of the volume and rock pressure of 
gas and all wells in that state to be 
taken by what is known as the “open 
flow test.” By this method the well 
is opened for a short period of time 
until the shut-in pressure is released 
and until the natural flow of gas is 
coming from such well, thereupon a 
meter is placed at the mouth and the 
volume of gas is determined by the 
reading on the meter. 

The Magnolia Petroleum Company 
lately applied for a change in this 
method, stating that it was wasteful 
and expensive for the producers and 
that such gas used in the testing was 
an entire and complete loss that ran 
into many dollars. The applicant in- 


troduced testimony showing that it 
had made certain tests of another and 


different method of determining vol- 
ume and rock pressure by what is 
known as the “shut-in test,” which is 
taken by reading the pressure as 
shown by a fifty-inch water or mer- 
cury column and a calibrated one 
hundred pound spring gauge. Month 
to month shut-in pressure readings 
were taken and compared with the 
original shut-in pressure readings 
taken when the well was brought in. 
The difference between the latest 
shut-in pressure reading and the orig- 
inal shut-in pressure reading repre- 
sents the amount of shut-in pressure 
decline, and this decline in pounds 
per square inch is converted into per- 
centage of the original shut-in pres- 
sure reading. The Commission ap- 
proved of the change in a limited area 
for experimental purposes. 


Re Magnolia Petroleum Co. Cause No. 
9081, Order No. 4562. 
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Some Practical Considerations that Govern Extensions of 
Electrical Service 


XTENSION of electric service is an 
E unquestionable convenience for 
any community, whether urban or 
suburban. Likewise in modern times 
it would seem to be a necessity, but 
public convenience and necessity alone 
cannot be the chief factor in deter- 
mining whether a company should be 
required to build an extension to ad- 
jacent territory unless it is measured 
in dollars and cents ; that is to say, un- 
less the people are willing to pay a 
reasonable return to the company for 
its investment in bringing power to 
them. 

In denying a petition of certain 
citizens in Chaffee and Embden, 
North Dakota for electric service 
from the transmisison line of the Ot- 


ter Tail Power Company, the North 
Dakota Commission stated: 


“If the only question involved in 
this proceeding was as to whether 
public convenience and _ necessity 
would be subserved by the extension 
of the Otter Tail Power Company’s 
transmission line to these villages, 
our task would be easy, for there is 
no question but that the villages are 
not now being adequately served. 
However, the Board must further 
take into consideration, among other 
matters, ‘the amount of revenue like- 
ly to be derived therefrom and the 
prospect of a reasonable return to the 
utility upon the value of the exten- 
sion,’ and the Commission is further 
charged with the duty of fixing rea- 
sonable rates for such service.” 


Re Chaffee, Cases Nos. 2871, 2872. 


Why an Injunction Against the Discontinuance of Phone 
Service Was Refused 


ILLIAM H. Surratt, a Baltimore 
lawyer, had some dispute with 
the Chesapeake & Potomac Telephone 
Company of that city concerning the 
amount of his bill, which the com- 
pany said was $77.89. Mr. Surratt, 
however, was of the opinion that it 
should not be more than $7.45. Since 
the parties could come to no agree- 
ment, the company recently proceeded 
to discontinue Mr. Surratt’s service 
whereupon Mr. Surratt entered a bill 
for an injunction in the circuit court 
of Baltimore City to restrain the com- 
pany from discontinuing the service. 
That court refused, and its decree was 
sustained by the court of appeals of 
Maryland. 
Judge Adkins, giving the opinion 


of the higher court, ruled that the al- 
legation in the bill that an account 
rendered by a telephone company “is 
inaccurate and grossly excessive,” to- 
gether with an offer to pay the 
amount admitted to be due or to ad- 
just the account “and to pay such sum 
of money as would reasonably and 
fairly represent the proper charges 
for the services rendered by the de- 
fendant,”’ was insufficient to support 
the bill for an injunction to restrain 
the company. The chief fault point- 
ed out by the court was that the bill 
failed to subscribe any reason for 
such a wide discrepancy in the figures 
of the two parties. 


Surratt wv. Chesapeake & P. Teleph. Co. 
No. 96. 
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FOREWORD 


UN February 9, 1925, the activities of the Federal 
Trade Commission attracted but slight attention 
from business men. On that date the U. S. Senate 
asked the Commission for information about one of 
our largest corporations; the report of that body was 
followed by Senate Resolution No. 83, proposed by 
Senator Thomas J. Walsh of Montana, for the ap- 
pointment of a Special Committee of the Senate “to 
inquire into the public utility corporations supplying 
electrical energy or natural or artificial gas.” This 
investigation, however, instead of being entrusted to 
a Senate Committee, was turned over to the Federal 
Trade Commission. From that time the work, plans 
and methods of the Commission became matters of 
importance to the public utilities throughout the coun- 
try. This article tells what the Commission has done, 
is doing and is proposing to do toward the Federal 
regulation of private business enterprise. 


By WORTHY P. STERNS, Pu.D. 
LATE OF THE ECONOMIC DIVISION, FEDERAL TRADE COMMISSION 


The FEDERAL MENTOR 





OR twenty years state regulation 
of public utilities has been rec- 


ognized as imperative. For 
nearly that long the utilities have 
appreciated its practical advantages to 
themselves, as well as to the public. 
For a time activities of the Federal 
Government in this field continued to 
be a matter of no interest to practical 
men. Then, on February 9, 1925, the 
Senate asked the Federal Trade Com- 
mission for information about the 
General Electric Company. A report 
was made and printed as a Senate 
document. It presented facts in re- 
gard to electrical utilities to which 
even United States Senators had not 
previously given serious considera- 
tion. Asa natural consequence, when 
Senator Thomas J. Walsh of Mon- 
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tana persuaded the Senate that further 
knowledge concerning public utilities 
was essential, it turned again to this 
tried and experienced office of infor- 
mation. And now, full and accurate 
acquaintance with all essential facts 
bearing on the Federal Trade Com- 
mission and its work is of prime prac- 
tical importance to every public utility 
executive in the United States. 


A? a matter of fact, Federal influ- 
ence in the field of private enter- 
prise is no new thing. Carrying the 
mails has always been a Government 
monopoly. Federal bank legislation 
has always exercised a controlling in- 
fluence in the field of credit. The 
Central Government undertook the 
protection of business from unfair 











of PUBLIC UTILITIES 


THE FEDERAL TRADE COMMISSION: 






What 


it is, what it is doing and how it is doing 
it—including its investigation of the methods 
of electric and gas companies. 


transportation charges in 1887. In 
1890 the Anti-trust Act initiated a 
campaign against monopolistic control 
and agreements in unreasonable re- 
straint of trade. The comprehensive 
reports of the Industrial Commission 
about 1900, left no doubt as to the in- 
creasing power of monopolistic or- 
ganization. It was clear that the pub- 
lic interest required a permanent office 
of industrial investigation. 

To meet this situation the Bureau 
of Corporations was organized in 
1903. Its reports on conditions in the 
petroleum industry were published in 
1906 and 1907. In 1909 it reported 
on the combination in the tobacco in- 
dustry. In 1911 the dissolution of 
these two combinations was decreed 
by the United States Supreme Court. 
These decisions made it clear that 
with proper presentation of the facts 
to the courts, there need be no fear 
of monopolistic control of industry in 
the United States. At once there de- 
veloped a new point of view in regard 
to the whole matter. Business was be- 
ginning to see that it must adapt it- 
self to the established law, and to 
appreciate more fully the advantages 
to be obtained from a Government 
agency that would collect the informa- 
tion needed to enable it to avoid litiga- 
tion in its development of mass pro- 
duction. And public opinion, re- 
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assured as to security from monopo- 
listic oppression, was ready for the 
increased co-operation between gov- 
ernment and private enterprise initiat- 
ed by the passage of the Federal Re- 
serve, and Federal Trade Commission 
Acts. 


g pw Federal Trade Commission 
was established by the Act of 
September 26, 1914. The act had two 
distinct and definite purposes : 

First; to continue, extend, and 
perfect the work that was being done 
by the Bureau of Corporations as con- 
tact agent of Congress and of the 
President, in their constitutional duty 
of regulating interstate commerce ; 

Second; to condemn definitely all 
forms of unfair competition in inter- 
state commerce, and to establish an 
agency that would exercise a direct 
controlling influence over competitive 
methods, having in view the final sup- 
pression of all unfair practices. 

The act states quite definitely what 
was considered necessary as a founda- 
tion for safe and constructive inter- 
state commerce regulation. The Com- 
mission was to classify all corpora- 
tions subject to Federal regulation, 
except banks and common carriers; 
require annual and special reports 
about their organization, business, 
conduct, practices, management, and 











interrelations; publish such informa- 
tion (except trade secrets), if of pub- 
lic interest; test the results from anti- 
trust decrees, and at its own discre- 
tion publish its findings; investigate 
alleged Anti-trust Law offenses for 
either house of Congress or the Presi- 
dent; co-operate with the Attorney 
General in assisting corporations to 
bring their organizations into con- 
formity with Anti-trust Law; investi- 
gate conditions affecting foreign 
trade; and recommend additional leg- 
islation. 

The Commission has, with very few 
exceptions, performed these impor- 
tant duties, so far as it has been 
practicably possible for it to perform 
them, through its economic division. 
This division originally was practical- 
ly the old Bureau of Corporations 
taken over intact. 


— more definitely the act at- 
tacks its second purpose—de- 
claring all unfair methods of competi- 
tion in commerce that is subject to 
Federal regulation unlawful, and 
directing the Commission to prevent 
their use. Procedure for determining 
whether questionable competitive 
methods are actually unfair is pre- 
scribed in the act. Parties found 
using unfair methods are ordered to 
desist therefrom. Appeals for or 
against the enforcement of such 
orders go to a circuit court of appeals 
of the United States. The jurisdic- 
tion of such court to enforce, set aside, 
or modify orders of the Commission 
is exclusive, and final except that it 
is subject to review on writ of cer- 
tiorari, by the supreme court. The 


procedure throughout is fully pre- 
scribed in the act. 


The Commission’s 
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legal division has been its chief in- 
strument in carrying out this part of 
its work. 

Support of the Commission’s ac- 
tivities by the courts, and complete 
co-operation from other government 
offices were fully provided for in the 
act. Comprehensive powers for the 
performance of its duties were grant- 
ed the Commission, and were sup- 
ported by appropriate fines. The 
rights of private enterprise were also 
carefully guarded. Especially heavy 
penalties were provided for the un- 
authorized publication of information 
by employees. 


HE Federal Trade Commission’s 

activities, however, are not limit- 
ed to those prescribed in the Federal 
Trade Commission Act. The Clayton 
Act of October 15, 1914, authorized 
it to prevent: 

1. Price discrimination, the effect 
of which would be “to substantially 
lessen competition or tend to create a 
monopoly ;” 

2. Sales contracts that prohibited 
the handling of competitive products, 
where the effect would be “to substan- 
tially lessen competition or tend to 
create a monopoly ;” 

3. The purchase by a corporation 
of share capital in another corpora- 
tion where the effect would be to 
lessen competition between the two 
companies or would tend to create a 
monopoly in any line of commerce ; 

4. The election of one man as di- 
rector in any two corporations that 
were subject to the Commission’s su- 
pervision if either has net assets in 
excess of $1,000,000, and if elimina- 
tion of competition between them 
would violate any Anti-trust Law. 
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The Export Trade Act of April 10, 
1918, authorized the organization of 
export trade associations free from 
certain Anti-trust Law limitations. 
Such associations, however, are under 
the supervision of the Federal Trade 
Commission, to prevent the develop- 
ment of unfair methods of competi- 
tion, or restraint of trade within the 
United States. The associations are 
subject to heavy fines if requisite in- 
formation is not promptly furnished 
the Commission. The Commission is 
authorized to co-operate with the as- 
sociations in readjustments enabling 
them to comply with the law before 
referring such cases to the Attorney 
General. 


HE Commission has been at work 

under the instruction from Con- 
gress outlined above, for fourteen 
years. Nineteen men have tested 
their ability as Commissioners during 
this period. Their average length of 
service, excluding those now in office, 
has been less than four years. The 
continuity in office which where tried 
in the State Commissions has been so 
advantageous, evidently has not been 
attained. The five Commissioners are 
each paid $10,000 a year. Annual 
salaries of the 344 employees on the 
roll June 30, 1928, amounted to 
$868,980. Practically a third of the 
employees are engaged in professional 
work that requires special expert 
qualification ‘and training. Many 
others, in line for promotion to these 
positions, are in preparation to fill 
them satisfactorily. Annual appro- 
priations for the Commission in re- 
cent years have amounted in round 
numbers to a million dollars. 


HE extent and importance of the 

work done by the economic di- 
vision is indicated by the following 
list of reports made in response to 
requests by Congress and the Presi- 
dent, and on the Commission’s own 
motion : 

Anthracite coal; bituminous coal; 
book paper; bread; calcium arse- 
nate ; commercial bribery ; commercial 
feeds; co-operation in American ex- 
port trade; co-operation in foreign 
countries; co-operative marketing; 
cotton ; cotton seed ; cotton yarn; elec- 
tric power ; export grain; farm imple- 
ments ; fertilizers ; flags ; flour milling ; 
food; gasoline; grain trade; house 
furnishings; leather and shoes; live 
stock; lumber; meat packing; milk; 
national wealth; newsprint paper; 
open price associations; petroleum; 
pipe lines; radio; raisins; resale price 
maintenance ; shoes ; sisal hemp; stock 
dividends; sugar; tobacco; trade and 
traffic in South America; wartime 
costs ; wheat; woolen rags. 

In the work on unfair methods of 
competition an average of a thousand 
inquiries a year have been instituted 
by the Commission. These inquiries , 
have resulted in about 900 orders to 
cease and desist from unfair methods 
of competition. While this reveals 
a regrettable condition as to business 
methods, the situation cannot be 
called discouraging. It is interesting 
to note that the courts have set aside 
less than four per cent of the orders 
issued by the Commission. 


| ig a recent annual report the Com- 
mission announced, in effect, that 
its purpose was the promotion of “the 
best interest of the public as a whole” 
by “Helping business to help itself.” 
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For example, through trade prac- 
tice conferences different industries 
are aided in making their own rules 
of business conduct. In the fiscal year 
1928, the trade practice conference 
division held conferences for the fol- 
lowing industries: 

Cottonseed oil mills; edible oils; 
flat glass; furs; golf balls; heavy 
sheet glass; hickory handles; mill 
work ; motion pictures ; paints ; period- 
icals; rebuilt typewriters; shirting 
fabrics; varnishes and lacquers; wax 
paper. 

In these conferences the Commis- 
sion gives to the business world an 
effective means of self regulation, 
thus supplementing the work industry 
was already undertaking for itself. 
Respect for power to enforce resting 
in a disinterested governmental body 
is such that resort to that power has 
been necessary for less than five per 
cent of the rules so far adopted in 
the trade practice conferences. 

The law, however, specifically di- 
rects the Commission to prevent the 
use of unfair methods of competition 
on interstate and foreign commerce. 
Furthermore, where the interest of 
the public is involved, its procedure is 
prescribed. On this point the Com- 
mission holds that its work is supple- 
mentary to other remedial processes 
available to decent enterprise; that is, 
that the public interest, in the meaning 
of the act, is not involved in purely 
private controversies, if the courts 
afford a feasible agency for the sup- 
pression of specific undesirable com- 
petitive practices. In the words of 
the Commission itself: 


“The end and object of all proceed- 
ings of the Federal Trade Commis- 
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sion is to end all unfair methods of 
competition or other violations of the 
law of which it is given jurisdiction. 
The law provides for the issuance of 
a complaint and a trial as procedure 
for the accomplishment of this end. 
But it is also provided that this pro- 
cedure shall be had only when it 
shall be deemed to be in the public 
interest, plainly giving the Commis- 
sion a judicial discretion to be exer- 
cised in the particular case.” 


iy its efforts to suppress and assist 
in the suppression of unfair com- 
petitive practices in compliance with 
the specific provision of the act, an 
elaborate organization has been built 
up by the Commission. The advance 
guard in this offensive in behalf of 
decent business is the office of the 
chief examiner. 

A letter from the victim of unfair 
methods—even a newspaper clipping 
forwarded by some public spirited in- 
dividual—may put this agency into 
action. Many cases develop from the 
Commission’s own __ investigations. 
The chief examiners office is able to 
handle more and more of these cases 
on the basis of similar problems al- 
ready solved. Those that require 
special investigation were reduced 
from 50 to 20 per cent of the number 
brought to the chief examiner’s atten- 
tion between 1921 and 1928. Neces- 
sary investigation is expedited by 
branch offices in New York city, 
Chicago, and San Francisco. 


Pps not disposed of by the chief 
examiner’s office usually go to 
the board of review, composed of five 
lawyers. One member of this board, 
after examination of the complete 
record in a case, presents his report 
to the entire board. If further in- 











sv 
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formation is desired it is obtained by 
the chief examiner’s office. Before 
formal complaint against anyone is 
recommended he is allowed to appear 
before the board informally, if such 
course is not clearly against the public 
interest. Finally the board reports to 
the Commission either: 

1. That the case be dismissed for 
lack of proof, or lack of jurisdiction; 

2. That it be dismissed on agree- 
ment as to facts and a pledge to stop 
the unlawful practice; or 

3. That a formal complaint alleg- 
ing unfair methods of competition be 
issued. 

Except in especially fraudulent and 
vicious cases, the Commission will 
then direct the trial examiner’s divi- 
sion to undertake a settlement by 
“stipulation.” That is, the whole 
matter is again taken up informally 
with the respondent and if he so de- 
sires, where such course will fully 
protect the public interest, a stipula- 
tion is prepared which sets forth the 
respondent’s admission of the unlaw- 
ful character of certain methods and 
his voluntary agreement to cease and 
desist forever from such practices. 
The result is an immediate cessation 
of the unfair method and a great sav- 
ing of the costs that are involved in 
formal proceedings before the Com- 
mission. 

Seventy-five complaints were settled 
by stipulation in the fiscal year 1928. 
While probably not as broadly advan- 
tageous as the use of trade practice 
conference decisions, this procedure 
by stipulation is bringing about in its 
narrower field and by similar methods, 
a desirable advance in control through 
effective co-operation. 


—— cases, however, require for- 
mal procedure. In these there is 
a trial, with a trial examiner presid- 
ing and an attorney appearing for the 
Commission. The resulting report 
upon the facts, with exceptions there- 
to by attorneys for the Commission 
and the respondent, goes to the Com- 
mission itself for final hearing. It is 
thus after painstaking scrutiny with 
full opportunity for the respondent to 
appear privately and with only semi- 
formality, that the Commission, per- 
suaded that public interest requires 
such course, issues the complaint pro- 
vided as the statutory means for sup- 
pressing unfair competitive methods. 
With few exceptions a formal docket 
is now set up which, after service upon 
the respondent becomes a public rec- 
ord. 

Procedure from this point on is 
that specifically provided in the Trade 
Commission Act. It provides full 
opportunity for the presentation of 
the respondent’s position. The chief 
counsel’s office takes full charge of the 
prosecution. Briefs are filed and the 
case comes before the full Commis- 
sion for final argument. If the com- 
plaint is sustained the Commission 
makes a full report of the facts and 
the law, and issues an order requiring 
the respondent to cease and desist 
from the unlawful acts set forth. 


D URING the fiscal year 1928, sixty 
cases were brought before the 
Commission under this procedure. 
Others were already on the docket. 
Fifty-five were disposed of and 42 
were pending on July 1, 1928. Dur- 
ing the fourteen years of the Com- 
mission’s existence, 1,405 cases, or 
an average or about a hundred a 
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year, have been thus disposed of. 

Forty-seven orders to cease and de- 
sist from objectionable practices were 
issued during the fiscal year 1928. 
Practically three out of every four 
of these cases involve false and mis- 
leading advertising. 

Misbranding, second in frequency, 
was found in twelve cases. 

It was found necessary to dispose 
of thirty other forms of unfair com- 
petition. Among the more important 
of these, in the order of frequency, 
were misrepresentation in the sale of 
stock, resale price maintenance, pass- 
ing off one article as another, falsely 
claiming to be a manufacturer, coer- 
cion, and misrepresentation. None 
of the other methods condemned oc- 
curred more than three times, 15 of 
them only once. 


F prime importance to the public 
O were orders issued by the Com- 
mission to eight stock-selling concerns, 
that they must desist from further 
misleading advertisement as to the 
“promotion, organization, character, 
history, resources, assets, production, 
earnings, income, dividends, progress, 
or prospects of any corporation, asso- 
ciation, or partnership.” Of far 
reaching importance also, were orders 
to certain associations to desist from 
enumerated practices which tend to 
establish uniform prices in violation 
of the Anti-trust Laws. 

Up to June 30, 1928, the Commis- 
sion had issued 857 orders to cease 
and desist. Sixty-five of these orders 
have been passed upon by circuit and 
supreme courts. In these cases 34 de- 
cisions were for the Commission and 
31 against. Of petitions by the Com- 
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mission for court enforcement of its 
orders only two have been finally de- 
nied. 


HE work connected with the ad- 

ministration of the Webb Act 
and the investigation of “trade con- 
ditions in and with foreign countries 
where associations, combinations, or 
practices of manufacturers, mer- 
chants, or traders, or other conditions 
may affect the foreign trade of the 
United States,” is carried on by the 
export trade section. 

Under the Webb Act 56 export 
associations filed reports with the 
Commission during the first six 
months of 1928. Six new associa- 
tions were formed during the fiscal 
year 1928. Important new associa- 
tions are the Steel Export Association 
of America formed by the United 
States Steel Products Company and 
the Bethlehem Steel Export Corpora- 
tion, and the Standard Oil Export 
Association formed by the Standard 
Oil Company of New Jersey and 
other companies. Congress now has 
before it bills providing anti-trust ex- 
emption for import associations han- 
dling products not made or grown in 
substantial quantities in the United 
States. 


| perma of the direct authority of 
the Commission in regard to 
competitive methods its procedure in 
that field has been covered in some 
detail. The broader and more funda- 
mental work of the Commission in 
which it serves as contact agent of the 
President, and of Congress in their 
Constitutional duty of regulating in- 
terstate commerce, cannot be so fully 
reviewed. The vital importance of 
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these activities was recently illustrat- 
ed, by the constructive recommenda- 
tions contained in the Commission’s 
report on “Open Price Associations.” 
Their nation-wide significance is indi- 
cated by the list of investigations al- 
ready given. From the beginning of 
the Commission’s work the economic 
division has taken over the functions 
of the old bureau of corporations. 
Those functions included ascertaining 
and interpreting facts relating to the 
organization, conduct, and results of 
commercial enterprises, and in recom- 
mending constructive or remedial leg- 
islative action. The division’s work 
has included practically all of the 
thirty-seven inquiries carried on by 
direction of the Senate; the eight re- 
quested by the House of Representa- 
tives ; the five made for the President ; 
and the sixteen initiated by the Com- 
mission itself. It is impossible to put 
into the narrow limits of a magazine 
article a reasonably fair appreciation 
of these reports as a constructive fac- 
tor in the development of the Nation’s 
business. 


Sipe urgency of and the extent of 
the public interest involved in the 
problems currently under investiga- 
tion by the economic division is illus- 
trated by the following list of topics 
studied during the fiscal year 1928. 

Electric power; petroleum prices; 
stock dividends; bread, flour, and 
grain; power and gas utilities; resale 
price maintenance ; open price associa- 
tions; lumber trade associations; 
price bases; Dupont investments; 
chain stores; blue-sky securities. 

The report on electric power sent 
to the Senate on January 12, 1928 
showed that a few concerns dominat- 
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ed the supply of equipment and elec- 
trical supplies that are essential to the 
production and distribution of electric 
energy. These concerns owe their 
position to their financial resources, 
control of distribution, and efficiency 
of service. No evidence of illegal 
price control was developed. Possible 
development of competition in the 
domestic field, and also from other 
countries, may have been curbed to 
some extent through joint ownership 
of patents by domestic and foreign 
corporations. This report also re- 
viewed the development of centralized 
management and state regulation in 
recent years, and commented on the 
work of the more important trade 
associations in the electric power in- 
dustry. 

The above brief glance at the con- 
tents of the report on electric power 
indicates the general character of the 
reports prepared by the economic di- 
vision. 


" f pimeang appreciation of the im- 
portance of the legal point of 
view in these surveys which are made 
to uncover information essential to 
the satisfactory regulation of inter- 
state commerce may lead to the more 
general joint use of the legal and 
economic division in these investiga- 
tions. Such use is illustrated in the 
current inquiry under Senate Resolu- 
tion 83, (February 15, 1928) calling 
for information as to the financial de- 
velopment and structure of the gas 
and electric power industries, with all 
pertinent facts as to their manage- 
ment; and also, as to the efforts of the 
electric industry to influence opinion 
in regard to public ownership of elec- 
tric plants and facilities. 
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The Commission’s work under the 
first head is being pushed by the eco- 
nomic division. Under the second 
head hearings before the present 
chairman of the Commission have 
been prepared by the legal division, 
and the evidence is being presented by 
the chief counsel. 

These hearings have been partici- 
pated in to such an extent by public 
utility men, and their current news 
interest has been so great that com- 
ment in this article about the informa- 
tion developed in regard to the pub- 
licity activities of electric power and 
gas organizations is unnecessary. 
The very comprehensive and probably 
much more important data in process 
of collection by the economic division 
is less spectacular in character and 
consequently will not have so great 
circulation through the press. Its full 
extent and importance cannot be 
known, of course, until the survey is 
completed and the Commission’s re- 
port is published. 


ig is already known, however, that 
the inquiry is covering 2457 com- 
panies whose invested capital is esti- 
mated at $14,000,000,000. Seventy- 
two of these concerns are important 


holding companies. Of the 2,312 
controlled operating companies, 1,442 
are gas and power companies and 
870 are non-public utility companies. 
There are also 73 independently op- 
erated gas and electric companies. 
Information as to capitalization 


and income is being obtained from 
all companies. Operating companies 
are reporting their revenues showing 
payments by the different important 
groups of consumers, also quite fully 
itemized operating expenditures. Full 
details in regard to the selling of se- 
curity issues is being obtained from 
the important companies. 

The recently published summary of 
the Commission’s report on “Open 
Price Associations” contains matter 
of special significance to every form 
of business organization throughout 
the country. According to that report 
public welfare will be best served by 
clearer exposition of the existing 
powers of Federal Government 
agencies coming into contact with 
private enterprise, and by a further 
increase in those powers. It was 
specifically recommended ; 

First; that compulsory powers 
should be granted that would make 
feasible the collection of statistical 
data on which practically useful 
monthly comparisons of conditions in 
different fields of business enterprise 
could be based; 

Second; that trade associations 
should be licensed, not only to give a 
definite and established status to these 
essential instrumentalities of modern 
business, but also to provide in a 
regular and systematic way, a fund of 
information necessary to intelligent 
governmental action in regulation of, 
and also in co-operation with, private 
enterprise. 





“EDUCATION DESTROYS COURAGE. 
THINK OUT PROBLEMS, TO PONDER SITUATIONS. 


IT TEACHES THE STUDENT TO 
THIS IS A 


DETRIMENT IN BUSINESS WHERE ACTION AND QUICK THINKING 


ARE REQUISITES.” 


—Dr. Haroip F. Ciark, 


OF TEACHERS COLLEGE, COLUMBIA UNIVERSITY. 
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Remarkable Remarks 














“It is the customer with the small bills who kicks.” 






T. O. KenNneDY 
of the Ohio Public Service 
Company of Cleveland. 







> 


GirrorD PINCHOT “T don’t advocate public ownership (of electric utili- 
Ex-Governor of Pennsylvania. ties), but I do advocate stringent public control.” 



















A former employee of a large “T got out as soon as I learned that the big companies 
electrical corporation, in answer had agreed not to hire each other’s men.” 
to the question why he left. 






se 
Rocer W. Basson “Tn the past six or seven years rate cuts in the United 


Economist and statistician. States by electric companies have totaled more than 
$500,000,000.” 
















¥ 


SAMUEL H. Capy “Under present day regulation, the great railway sys- 
General Solicitor, Chicago and tems of this country would never have been built.” 
North Western Railway 
Company. 








¥ 








WILLIAM GREENE “Trade unionists object to the bonus principle because 
President, American Federation it prevents the advancement of the basic wage rate and 
of Labor. puts the increase in the form of a favor or temporary 

benefit.” 







bg 






Tuomas E, Mitten “Ultimately they (the present owners of industry) 
Chairman of the Board, Phila- will recognize fully, as they now recognize partly, that 
delphia Rapid Transit Co. their profits will be greater as they advance the eco- 





nomic welfare of their workers, and to that economic 
welfare employee ownership is essential.” 







- 


DonaLp MACKIE “We recognize and salute the newspaper as a public 
President, Public Utilities Adver-  utility—busy in the public service.” 
tising Association. 








¥ 


Joun E. WALKER “Common carrier busses pay twenty-four times as 
Former Special Assistant on much in special taxes as the private automobile.” 
Taxation to the Secretary 
of the Treasury. 
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Wm. A. PRENDERGAST 











mission of New York. 









Heywoop Broun 
Newspaper columnist. 






























MatrtHew S. SLoAN 
President, the New York 
Edison Company. 




















Paut S. CLapp 
Managing Director of the Na- 
tional Electric Light 
Association. 


























B. C. Forses 
Editor and author 
















Frep Howarp 
Editor, “Clay County Sun” 
of Nebraska. 























Fioyp W. Parsons 
Writer and investigator. 























Preston S. ARKWRIGHT 
President of the National Electric 
Light Association. 




















D. F. CALFEE 
of the Missouri Commission 
(in a dissenting opinion). 
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Chairman, Public Service Com- 


nomic laws.” 


“If I should be asked whether the system (of regula- 
tion of public utilities by Commissions) is satisfactory 
in all respects, my answer would be, NO!” 


* 


“All cartoonists picture the capitalist as a corpulent 
old gentleman with dollar marks on his checkered suit. 
And that is not the type at.all. Big business today is 
run by lean men with athletic shoulders, and the paunch 
has gone completely out of style.” 


> 


“More than 80 million people live in homes having 
electric service for light and labor saving devices.” 


* 


“Each American worker in 1900 was directing 2.11 
horsepower. In 1925 the average available to each 
worker had increased to 4.27 horsepower. The Ameri- 
can worker directs more power than the worker of any 
other country.” 


> 


“Some small-minded politicians are never so happy as 
when they are abusing and harassing American giants 
bent on doing things on a bigger and bigger scale both 
at home and abroad.” 


> 

“That text books written by practical business men 
should supplant those of the theorists is a happy 
thought for those who recognize that our educational 
plants are being taken farther and farther away from 
the things we expect of them by instructors who have 
no skill other than that gained by book study.” 


o 
“No business today can expect to progress satisfac- 
torily without appropriating a considerable percentage 
of its profits for extensive scientific investigations.” 


> 


“For every dollar we spend for advertising, the cus- 
tomer gets many times the advantage of it himself, for 
it helps to increase the consumption and production, 
thereby reducing the cost.” 


- 

“It might not be economically possible for the com- 
pany to earn a 74-per cent rate of return upon the value 
of its property, and if so, this Commission should not 
assume the burden of fixing a schedule of rates which, 
theoretically at least, will enable it to do so. Neither 
courts nor Commissions can stop the operation of eco- 
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The Right to Sell Utility Service 
Below Cost 


Two power companies are competing for business in 


Massachusetts. 


One claims the right to sell current 


for “production costs” as the minimum rate prescribed 
by law. The question is: Should the costs of distribu- 
tion be included in “production costs” for this pur- 
pose? Upon the answer of the Commission depends 
the prices that one competitor may charge the con- 
sumer, in its effort to under-sell its rival. 


By HENRY C. SPURR 


on the streets more often than he 

now is, George ran a feed store 
in a small town and sold hay, oats, 
and bran. 

Henry conducted the same sort of 
a place across the way. They were 
keen rivals in business. 

Henry was anxious to get the hay 
trade, so he began cutting prices. He 
sold his hay for just what he paid for 
it. “I'll loose nothing by that,” he 
thought, “and I'll be sure to get the 
business.” Henry took no account of 
what it cost him to deliver the hay or 
what it cost to keep the store open; 
he did not reckon in rent and light, 
nor did he figure anything for his 
own time. “I must get this business,” 
he said, “so I shall sell the hay for 
just what I pay for it.” 

George wondered how Henry could 
do business on that basis, but that de- 
pends, as we shall see, somewhat on 
Henry. 


fg the days when Dobbin was seen 


Now, it costs Henry something to 
deliver the hay. What he pays for 
the rent of his store and for lighting 
is also a part of the cost of handling 
the hay. His own time is presumably 
worth something. Therefore, when he 
sells the hay for what he pays for it 
he loses something. That should be 
evident. It should also be apparent 
that the more hay customers Henry 
gets on this basis, the worse he will 
be off, provided he cannot make this 
loss good in some other way. 

Whether Henry can keep his busi- 
ness going on this theory, depends, as 
has been stated, upon Henry, himself. 
If he is willing to stand the losses 
from his hay business, he can keep on 
selling oats and bran at the same old 
prices and retain the patronage of his 
oat and bran customers. Henry can 
also have the satisfaction of getting a 
lot of hay customers away from 
George, by cutting prices, if Henry 
does not care what this costs him. 
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On the other hand if Henry does 
mind losses due to conducting his hay 
business at less than cost, if he wants 
reasonable pay for his own time, he 
will have to charge his oat and bran 
customers a little more. If he wants 
pay for delivering his hay, he will 
have to get it out of those to whom 
he sells oats and bran. This will be 
good for Henry’s hay business and 
will be all right for Henry, himself, 
as long as the oat and bran customers 
do not object; but if they resent pay- 
ing delivery charges on hay they 
might go over to George. In that 
event Henry would get a losing busi- 
ness at the expense of a paying one. 
How long Henry could stand that 
would depend upon his financial re- 
sources. This is the inexorable eco- 
nomic law governing that kind of a 
transaction. 


cee a case has recently been up in 
Massachusetts. Henry is the 
Holyoke Municipal Lighting Plant, 
the largest of its kind in the state, 
and George is the Holyoke Water 
Power Company, a privately owned 
utility. 

The controversy was over the ques- 
tion of what constitutes “production 
cost” of electrical plants. The real 
question was the right of a municipal 
plant to sell its current at less than 
actual cost. 

In other words, Henry is trying to 
sell his hay for what he pays for it 
without reference to what it cost to 
deliver it—to say nothing of the cost 
of keeping the store open. 

The trouble arose in the first place 
in this way: 

Massachusetts used to have a law 
forbidding municipal plants to fix 
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prices for gas or electricity without 
the consent of the Department of 
Public Utilities, at less than cost—this 
cost to include interest on debts and 
depreciation. 

This law was changed in 1927 to 
read that prices should not be fixed at 
less than “production cost” without 
the consent of the Department. 

When the suggestion was made 
that the Department include deprecia- 
tion as part of “production cost,” it 
was vigorously opposed by john J. 
Kirkpatrick, the manager of the mu- 
nicipal plant. Mr. Kirkpatrick said 
he did not object to the change pro- 
vided it applied also to private utili- 
ties; but with that angle of the case 
we are not concerned for the moment. 
We are discussing Henry’s economic 
theory. 


ERTAIN statements made by Mr. 

Kirkpatrick are very interesting 

in this connection. He is reported to 
have said, among other things: 


“Adding interest and depreciation 
to production cost increases the price 
of gas and electricity to users in large 
quantities. Interest and depreciation 
are operating charges, and when you 
add these items to production cost 
you penalize industry. Industry must 
pay the bill, not the municipal plant, 
if you should order this paid. When 
municipal plants are obliged because 
of the change to increase the prices 
to mills, factories, and other large 
users of gas and electricity, then the 
privately owned gas and electric com- 
pany will increase their prices. ‘ 

“The proposed change would com- 
pel the Holyoke Municipal Plant to 
wipe out the three lowest steps of its 
power rates in its schedule A and dis- 
pense entirely with its schedule B, 
which is for 24-hour service. It 
would also prevent the sale of gas 
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for industrial and housekeeping pur- 
poses. In other words, it would in- 
crease its production cost of electric- 
ity more than one-half a cent a kilo- 
watt-hour and increase its production 
cost of gas about 20 cents a thousand 
cubic feet. 

“By this change the Holyoke 
would lose the sale of more than 43 
million kilowatt-hours a year on the 
three lowest steps of its schedule A. 
That would drive those customers 
away from the municipal plant. The 
city would lose those customers and 
with them it would also lose the sale 
of electricity used on the nine higher 
steps of the schedule, which amounts 
to nearly one-half a million kilowatt- 
hours, making a total loss in sale of 
about five million kilowatt-hours a 
year.” 


- HIs would appear to be an admis- 
sion that if the Holyoke Munic- 
ipal Plant is required to take into con- 
sideration in fixing its rates, the costs 
which good business practice require 
to be taken into account in determin- 
ing the cost of the service, it will be 
unable to compete with the private 
plant and will, therefore, lose a large 
part of its business; but with that we 
are not concerned since we are con- 
sidering a mere question of economics 
without reference to the effect either 
upon the municipal or the private 
plant. 

Mr. Kirkpatrick makes his position 
as to what constitutes “production 
cost” very clear in a signed statement 


in the Springfield Union of December 
3lst. He says: 


“Tt might be helpful at this time to 
give an explanation of the meaning 
of ‘production costs’ and ‘operating 
costs’ of electricity. Surely, it will 
not be amiss. The ‘uniform system 
of accounting,’ which has been adopt- 
ed by nearly every state in the Union, 
shows that the cost of electricity at 
the consumer’s meter is made up of 
three subdivisions. The first of these 
is called ‘cost of production.’ In the 
cost of production is included the cost 
of fuel, labor, repairs, and mainte- 
nance of generating equipment and 
auxiliaries at the electric station. In 
other words, production cost means 
the cost of electricity at the switch- 
board in the station. 

“The second subdivision is called 
‘distribution,’ in which are placed 
charges for inspecting, testing and 
setting meters, maintenance of poles, 
lines and transformers, and all other 
items between the station and the 
consumers’ premises. 

“The third subdivision is called 
‘general or miscellaneous,’ to which 
are charged salaries, office expense, 
insurance, transportation, and depre- 
ciation. The total of the three sub- 
divisions is called ‘grand total operat- 
ing expense.’ 

“Interest charges, in the ‘uniform 
system of accounting,’ are deducted 
from gross income after the total of 
the three subdivisions has been de- 
ducted from gross revenue. That is 
the system of accounting now in ef- 
fect for both privately-owned and 
publicly-owned electric plants. 
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The Economic Law Demands — 


that if a private utility sells its service to its industrial 
customers for less than actual cost of production and 
delivery, it must make good the loss by overcharging 
its domestic customers—or travel the road to bank- 


ruptcy. 
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“Production cost is the cost of 
electricity at the switchboard in the 


electric station. Operating cost, 
which you seem to confuse with pro- 
duction cost, is the total cost of every 
item entering into the manufacture 
and distribution of electricity to the 
consumers’ premises. Taking inter- 
est and depreciation charges out of 
the subdivision ‘general and miscel- 
laneous’ and adding them to ‘produc- 
tion cost’ does not affect the total 
‘operating cost,’ but does increase the 
‘production cost.’ ” 


, p~ may appear to be rather a 
complicated argument at first, 


but when closely examined it will be 
seen that Henry is here merely out- 
lining a bookkeeping problem. He 
wants to sell his hay for what he pays 
for it, and to charge nothing for de- 
livery or overhead expenses. He asks 
the Department of Public Utilities to 
define “production cost,” which is the 
price the state says he may sell his 
hay for, as the price he buys his hay 
for. He says, in effect, that all au- 
thorities agree that delivery costs and 
other costs should not be included un- 
der the heading of “production cost.” 

If the Department, for the purpose 
of determining the price at which 
Henry’s hay should be sold, should 
define “production cost’ as only a 
part of the real cost, Henry could sell 
his hay at a very low price. This 
would enable Henry to retain a large 
number of customers who have been 
getting their hay for less than cost. 

The economic question is this: Is 
it a sound policy to sell hay at less 
than its real cost? 

We must not allow the economic 
question to be side-tracked by our in- 
terest in the bookkeeping question, 
which merely relates to the classifica- 
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tion of costs in their abstract form. 


HE economic rule that service 

cannot be supplied at less than 
cost to one class of consumers, with- 
out being made up by other classes, 
applies to private utilities as well as 
to municipal plants. Unless a munic- 
ipal plant recoups its losses from taxa- 
tion, it must make them up by over- 
charging other customers. 

A private utility, aside from the 
matter of taxation, is subject to the 
same law. If it sells to industrial 
customers for less than the actual cost 
of production and delivery, it must 
make the loss good by overcharging 
domestic and other consumers, or 
travel the road to bankruptcy. 

Low prices may sometimes be 
charged temporarily to attract busi- 
ness, which will ultimately benefit the 
whole body of ratepayers; but the 
general rule, adopted by the Gommis- 
sions with respect to low wholesale 
rates, is that they may be permitted, 
provided they are not less than the 
actual cost of the service. Presuma- 
bly they should be a little more, al- 
though they need not be enough more 
to take care of overheads and return. 

The proposition which Henry, (the 
Holyoke Municipal Lighting Plant), 
is contending for may be sound from 
a bookkeeping standpoint, but it is un- 
sound economically. 

Such a basis of rate making would 
also be unsound for George, (the 
Holyoke Water Power Company). 

Industrial plants should not be sub- 
sidized at the expense of consumers 
of public utility service. 

It may be that the Massachusetts 
statutes permit this; but that does not 
change the economic situation. 

















Delinquent Customers 
Keep. Up Operating Costs 


By DAVID LAY 


r. Marcus Forsberg of New 

Jersey started his business 

career some years ago in a 

factory. But he could not get along 

with the boss; so he expressed his in- 

dependence by building a factory of 
his own. 

In due course he came into contact, 
and at times into conflict, with public 
service corporations. Sometimes he 
appears to have retired from the com- 
bat wholly, or partially at least, vic- 
torious. And sometimes the corpora- 
tions came out on top. 

Mr. Forsberg’s most recent joust 
was with the Plainfield Union Water 
Company. When Mr. Forsberg built 
a new house, the company would not 
supply service unless he made a de- 
posit of $10 to guarantee payment of 
bills, because the company declared 
he had been delinquent in his pay- 
ments on previous occasions. The 
company managed to get the deposit; 
but when Mr. Forsberg received his 
first bill for service, which amounted 
to $11.97, he deducted the deposit and 
sent a check for the balance only. 
The company returned the check with 
a request for payment of $11.97, the 
full amount of the bill. 

As Mr. Forsberg stood his ground, 
so the company started in to cut off 
service in the regular way—by turn- 
ing off the water at the curb. As 


soon as the company turned the water 
off, Mr. Forsberg turned it on again. 
Four times in one day the company 
turned the water off, and four times 
in the same day Mr. Forsberg turned 
it on. Finally the company had to 
cut through the asphalt pavement in 
order to disconnect the service at the 
main. 

Mr. Forsberg then complained to 
the Commission. The Commission 
held that he was wrong, and that the 
company was right. The Commis- 
sion further observed that prompt 
payments of bills is essential in order 
to keep down the operating costs of 
utility companies. Reasonable rules 
are necessary to protect the interest 
of the consumers generally as well as 
that of the company. (Forsberg v. 
Plainfield Union Water Co. P.U.R. 
1929A, 610.) 

The principle that actuated Mr. 
Forsberg is the same old principle 
that actuated the young farmer who 
returned to his home with a smashed 
wagon. 

“How is it John,” asked his father, 
“that you bring the wagon home in 
such a condition?” 

“T broke it in driving it over a 
stump.” 

“But why did you run against the 
stump? Couldn’t you see how to 
drive straight?” 
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“T did drive straight; that’s why I 
drove over the stump. The stump 
was in the middle of the road.” 

“Why didn’t you go around it?” 

“Because the stump had no right to 
be in the middle of the road, and I 
had.” 

“Well,” was the reply, “after this 
you must furnish your own wagon.” 

One should stand up for his rights, 
of course—provided he is not smash- 
ing somebody else’s wagon. Mr. 
Forsberg in driving against the water 
company was smashing the ratepay- 
er’s wagon. Moreover in this case he 
was not running the wagon against a 
stump that had no right to be in the 


road, but against an obstruction right- 
fully for the safety of traffic. Rea- 
sonable deposit rules and other rules 
designed to secure the prompt pay- 
ment of bills are for the protection 
of the great body of consumers who 
pay their bills. 

If Mr. Forsberg now receives serv- 
ice, he will have to make the deposit 
permitted by the rules of the Commis- 
sion, and he will probably be obliged 
to pay a reconnection charge as well. 
This is also for the protection of con- 
sumers. 

Mr. Forsberg’s quarrel is really 
not with the company; it is with the 
other consumers. 





Hon. William Klinger 


Chairman of the Ohio Public Utilities Commission 


ONORABLE William Klinger, 
who has been chairman of 


the Ohio Public Utilities 
Commission by appointment from 
Governor Vic Donahey since Febru- 
ary 1926, was born September 11, 
1870 on a farm in Allen county, 
Ohio. After attending the country 
schools until he was sixteen years of 
age, Chairman Klinger taught in the 
country schools for five years; he 
then attended the Ohio Northern Uni- 
versity, Ada, Ohio, where he gradu- 
ated in the classical course in 1894. 
He studied law at the Ohio Northern 
University in 1895 and was admitted 
to the bar in the same year; he after- 
wards took a post graduate course in 
law in 1896 and 1897 at Ann Arbor, 
Michigan. 
At Lima, Ohio, in 1897, Chairman 
Klinger began the active practice of 
law, and in 1899 he was elected prose- 


cuting attorney of Allen county. In 
this office he served from 1900 to 
1906. In 1908 he was elected com- 
mon pleas judge and served in that 
capacity from 1909 to 1921. 

Chairman Klinger, in the last elec- 
tion, was the Democratic nominee for 
Congress from the 4th Ohio Con- 
gressional District. 

In addition to the public activities 
of Chairman Klinger, he has been 
connected in a business way with the 
activities of his community. He has 
at all times been a farmer and has 
given considerable time to co-opera- 
tive efforts. He has been president 
of the Farmers’ Equity Union Cream- 
ery at Lima since its organization and 
has also been connected with the First 
American Bank & Trust Company, in 
which organization he is now a vice- 
president and attorney, at Lima, 
Ohio. 
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WILLIAM KLINGER 


Lawyer, banker, farmer and now Chairman of the 
Ohio Public Utilities Commission 























Business Regards a 
“National Water Power Policy” 


FOREWORD 
There are three outstanding theories about the methods of 
developing water power for the production of electricity in the 
United States: 
First: there is the theory that the waters should be 
impounded, the power stations built, and the current 
generated and sold by the government, either to con- 


sumers or to private companies which will distribute tt 
to consumers: 


Seconp: there is the theory that the title to the 
water power companies should be retained by the 
state, and leased to private companies for develop- 
ment, thus always retaining ownership in the people: 


THIRD: there is the theory that the development of 
water power should be left wholly to private industry, 
and operated under regulation by the State Commis- 
sions. 


The subject is of vital interest to industry, inasmuch as tt 
affects the processes of obtaining power for operating mills 
and factories, as well as the prices that industry—and ultimately 
the public—must pay for this power. In this article the author 
points out how the business interests of the country regard the 
problem, and what they are doing about it. 


By WILLIAM BUTTERWORTH 
PRESIDENT, CHAMBER OF COMMERCE OF THE UNITED STATES 


HE Chamber of Commerce of 
the United States has set up a 


committee to study and present 


a report with recommendations on a 
“National Water Power Policy.” 
These recommendations may in due 
course, under the Chamber’s pro- 
cedure, be placed before its member- 


ship for a referendum vote. It is of 


interest to business men generally and 
to public utility executives especially 
why the National Chamber has taken 
this action. 

The value of developing such a na- 
tional water power policy will be fully 
appreciated. But it is not so appar- 
ent why such an organization as the 
National Chamber has come to inter- 
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est itself in the subject, despite the 
fact that it involves questions of na- 
tional importance. 

The Chamber of Commerce of the 


United States is an agency created _ 


and maintained by American business 
men as a means of self-expression. It 
is a federation of American business 
men’s organizations. It is a means 
through which business men can act 
together in speeding up progress in 
business activity. Through the Na- 
tional Chamber they do this in two 
ways: 

First, by themselves removing those 
obstacles to business intercourse 
which are of their own making: 

Second, by expressing their rea- 
soned views on the obstacles which 
exist,—or which are threatened,—by 
government action, and which from 
the point of view of practical experi- 
ence and business judgment, do not 


serve to safeguard and advance the 
true public interest. 


HE structure of the National 

Chamber is fitted to the consid- 
eration of only such timely and na- 
tional subjects as are of general appli- 
cation to business and _ industry. 
Through such consideration we, as 
business men, aim to advance the com- 
mon purposes of all industries, pro- 
mote uniformity and equality in busi- 
ness usages and preserve economically 
sound contacts between business and 
government. 

A slight examination into the “an- 
cient customs of commerce” shows 
that much progress has been made al- 
ready toward this higher concept of 
group interest. The trend in industry 
today is toward centralization, simpli- 
fication, and standardization—a move- 


ment that is comprehended in the 
modern expression “rationalization of 
industry.” In it we see the results 
not only of unity of action for the 
advancement of the common interests 
of business enterprise, but also a fruit- 
ful effort on the part of business to 
eliminate through its own initiative 
undesirable business practices. Busi- 
ness enterprise is profiting today from 
the tangible results of self-govern- 
ment prompted by the dictates of 
“plain justice and good faith.” 


N preserving and promoting eco- 

nomically sound relations between 
business and government there is ob- 
viously a need of a clear expression 
representative of the interests and 
aims of business, especially in matters 
of national importance. Take for ex- 
ample, the general subject of taxa- 
tion : 

This subject concerns all business 
enterprise and the views of American 
business on tax law and administra- 
tion, expressed through the National 
Chamber, have a real place and a real 
value. There are many other sub- 
jects such as transportation, that are 
of common interest to American busi- 
ness, with which governmental agen- 
cies, both Federal and state, have to 
deal. 

One subject of outstanding im- 
portance today concerns the problem 
of our natural resources, including 
our forests, minerals, and waters. 
These resources have always been one 
of the chief sources of strength both 
to the nation and business; and we 
have prospered because we have in 
the main pursued wise policies in their 
exploration, evaluation, and utiliza- 
tion. The rapid development of the 


321 








PUBLIC UTILITIES FORTNIGHTLY 


western empire, the growth in our 
foreign commerce and the increase in 
our national wealth has come about 
in a very large degree through the 
latitude individual initiative has had 
in developing the country’s resources. 

Throughout the country today 
there exists a public consciousness of 
our dependence upon these resources. 
American business enterprise has al- 
ways felt it to be its duty, as well as 
its privilege, to set up its combined 
experience and mature business judg- 
ment in regard to national policies 
governing their use. 


O' prime importance among these 
natural resources is that of 
water power. Through the Cham- 
ber’s “Natural Resources Production 
Department,” constant thought is be- 
ing given to the problems of that re- 
source. This subject persists in keep- 
ing itself before the American public. 
Whether because of the interests of 
the politician or the engineer, the ad- 
ministrator of the law or the business 
man, the “golden rule” for utilizing 
this great natural resource to the best 
interests of the greatest number of 
people seems never to have been dis- 
covered, or if found, has not received 
nation-wide and lasting acceptance. 
The water power resource itself is 
but little understood outside of the 
technical and legal professions. It is 
generally considered to be some great 
indivisible estate of the “people.” In 
it there is indeed a large public inter- 
est, but no group of our citizens has a 
greater interest in water power than 
the business men who produce, dis- 
tribute and to a large extent consume 
this merchantable product. Our use 
of water power today is almost com- 


pletely in the form of electric energy; 
as such it is a finished product of 
business enterprise. The present 
prominence of the subject politically 
and legally prompts business enter- 
prise to examine into its desires as to 
the policies governing the utilization 
of this resource and give expression 
to its wishes with regard thereto. 


“oe National Chamber has al- 
ready taken a position on some 
phases of utilization of our water 
resources. In the field of river im- 
provement it has urged that the gov- 
ernment speedily complete river im- 
provement projects already author- 
ized and that the Congress provide 
for a comprehensive system of water- 
ways. It took an active part in for- 
mulating principles and supporting 
the legislation which, it is believed, 
will now make effective flood control 
on the lower Mississippi river a 
reality. In the field of surveys and 
investigations of water resources the 
National Chamber has urged the mak- 
ing of comprehensive surveys and 
definite plans covering schedules of 
priorities for waterway development 
and the use of waters. 

The importance to the nation of 
developing its water power resources 
was recognized by the National 
Chamber several years ago. Under 
its referendum procedure (Referen- 
dum No. 24, February 1918) it be- 
came committed to the following 
principles which, according to the 
opinion of its membership, should ap- 
ply to our water powers: 


I. That Federal legislation to en- 
courage the development of water 
powers should at once be enacted. 

II. That authority to grant permits 


322 





ee 














PUBLIC UTILITIES FORTNIGHTLY 


should be vested in an administrative 
department or commission. 

III. That the permit period should 
be at least fifty years, any shorter 
period being at the applicant’s option. 

IV. That tolls should attach only 
to use of public lands or benefits de- 
rived from headwater improvements. 

V. That permittees should be en- 
titled to acquire the right to use pub- 
lic lands forming only a small and 
incidental part of the development. 

VI. That recapture be exercised 
only upon payment of fair and just 
compensation. 

VII. That, if recapture is not ex- 
ercised, the investment of the per- 
mittee should be adequately pro- 
tected. 

VIII. That rates and _ service 
should be regulated by State Com- 
missions where the service is intra- 
state, with Federal regulation only 
where several states are directly con- 
cerned and do not agree, or where 
there is no State Commission. 

IX. That if any jurisdiction to 
regulate the issuance of securities is 
exercised it should be solely by the 
state. 

X. That no preference should be 
granted as between applicants 
amounting to a subsidy from the gov- 
ernment creating unequal competi- 
tion. 


HE Federal Water Power Act, 

approved June 10, 1920 (41 
Stat. 1063), became the national pol- 
icy for dealing with power develop- 
ment, and most of the above princi- 
ples are incorporated in the act. 
After several years of operation, the 
wisdom of the act as a policy of 
broad application may be determined 
with considerable certainty. In over- 
coming administrative difficulties of 
former Federal law and by providing 
for the protection of the investor and 
the public a real impulse was given 
to power development. 


In recent years, however, new as- 
pects of the national water power 
problem have arisen. The Federal 
government in carrying out its flood 
control, navigation and reclamation 
projects has had to deal with ques- 
tions of power development. The 
growing importance of water supply 
and stream regulation has raised ques- 
tions of the bounds of Federal, state 
and individual rights, making control 
and administration quite involved. 
And in another direction, that of 
joint marketing of steam and hydro 
power in the form of electric energy, 
water power policies become en- 
meshed with the laws and regulations 
applicable to electric public utilities. 
States are becoming more active in 
directing the use of their water re- 
sources. From many sources there 
may be heard an urge for clarification 
of Federal and state water power poli- 
cies so as to make definite the duties, 
rights, and responsibilities of govern- 
mental agencies and of the operators 
who finance and construct the power 
plants and sell the power. 


| pegree of the great dependence 
of American business upon ade- 
quate power supply, any policies 
which may be put into effect for deal- 
ing with these conditions are of real 
concern to business enterprise. In the 
opinion of the membership of the 
Chamber of Commerce of the United 
States, the time is at hand for mak- 
ing a broad study of the present sit- 
uation as to our water powers and 
their development and for the formu- 
lation of policies which should now 
be followed in the light of experience 
and events since 1920. 

In accordance with the Chamber’s 
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usual procedure, the whole subject 
has been placed before a special com- 


mittee, designated the “National 
Water Power Policies Committee,” 
for comprehensive study and for 
recommendations upon a sound pub- 
lic policy intended to deal construc- 
tively with the broadened scope of 
power development. 

The nature of the investigations 
which the Chamber’s membership au- 
thorizes may be inferred from the 
practice followed in setting up com- 
mittees. The members are not made 
up entirely of specialists in a given 
line, such as might be expected in en- 
gineering, legal, or financial associa- 
tions. They include, in the main, 
men of broad business experience and 
detached viewpoint, together with 
sufficient authorities to cover the vari- 
ous features of the special subject un- 
der consideration. Appointments are 
made so as to represent a variety of 
industries and so as to give a voice 
to all sections of the country. In the 
results arrived at there is present the 
judicious, the practical and the tech- 
nical viewpoints shorn of such bur- 
densome detail as would obscure un- 
derlying policies from the average 
business man. 


a committee’s recommenda- 
tions are reviewed by the Cham- 
ber’s Board of Directors and if with- 
in the organization’s charter and in 
adequate form they are submitted to 
referendum. The referendum pam- 


phlet which is submitted to the mem- 
bership contains the committee’s re- 
port and in addition a brief of the 
major arguments against the recom- 
mendations, and such other matters as 
the Board may deem advisable. 
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Thus, if more than two-thirds of 
the votes cast by the organization 
membership are registered in favor of 
the propositions submitted or any of 
them, these propositions so approved 
are regarded as having been adopted 
by the Chamber. 

The National Chamber has an or- 
ganization membership of about 1,700 
chambers of commerce and _ trade 
associations. Its representation is so 
broad that the principles it advocates 
on behalf of its members are believed 
to represent the prevailing opinion of 
the commercial and industrial element 
in America. 

With this general statement of the 
National Chamber’s organization and 
policy the import of the studies now 
being made by its National Water 
Power Policies Committee can be 
more readily understood. The char- 
acter of the studies and the particular 
lines of investigation that will be pur- 
sued have been left entirely to the 
judgment of committee members as a 
whole. 

The committee at its first meeting, 
held November 14 to 16 inclusive, 
1928, decided upon a factual study of 
major features in water power de- 
velopment as its first labor, with a 
view to making it the basis of such 
recommendations to the Chamber’s 
Board of Directors as it may agree 
upon. These studies cover in the 
main three phases of the water power 
problem: first, an evaluation of the 
resource covering the best use of pres- 
ent installations in connection with 
fuel electric power, and the relative 
importance of undeveloped sites; sec- 
ond, the present status of regulation 
of water powers; and third, the rela- 
tionship of water powers to certain 











— ee Kh Kh 


= ‘e— ee CUE 


we 








PUBLIC UTILITIES FORTNIGHTLY 


industries and to such governmental 
projects as involve flood control, 
reclamation and navigation. 


8 B-op- is often much confusion in 
the public mind as to what con- 
stitutes public interest and what pri- 
vate interest. Into this confusion 
there has been injected the subject of 
“government ownership.” 

With no thought of suggesting 
what the committee’s recommenda- 
tions should cover, it can be said that 
the interests of the public and of pri- 
vate enterprise in putting water re- 
sources to beneficial use will be fully 
and fairly considered. The member- 
ship of the Chamber in previous 
declaration of policy had consistently 
adhered to the principle that the gov- 
ernment should scrupulously refrain 
from entering any phase of business 
which can be successfully undertaken 
and conducted by private enterprise. 
We believe that our water powers can 
be used most economically and to 
their maximum productive capacity 
through the extensive interconnected 
power systems of the country now al- 
most entirely in private ownership. 
We believe the Federal Water Power 
Act to be basically sound, in the op- 
portunity it presents for private ini- 
tiative under supervision and that it 
should be applied uniformly to all 
projects with respect to which there 
is a Federal function. 


I“ the opinion of the Chamber’s 
membership the ill effects of gov- 
ernment ownership may be duplicated 
through unnecessary or oppressive 
regulation. It has long been the posi- 
tion of the membership that measures 
or proposals which have for their ob- 


ject the control of industries be sub- 
jected to close scrutiny and examina- 
tion. Regulative laws and adminis- 
trative acts should touch business en- 
terprise with great care and only to 
preserve a fair field to all. The foun- 
dation of all enterprise is primarily 
that of service to the community and 
this service is most effective under 
private initiative. 

The Chamber’s National Water 
Power Policies Committee is free to 
decide for itself the water power is- 
sues it will deal with and present for 
Chamber consideration. It may ex- 
ercise complete independence of judg- 
ment and may open up anew any 
phase of present policies which in its 
judgment stand in the way of busi- 
ness and national welfare. The facts 
are sought not in the interest of any 
group of people or section of the 
country. They are sought only for 
their national significance. 

The members of this committee 
are: 


Frederic A. Delano, Chairman, Wash- 
ington, D. C. 

Thomas S. Baker, president, Carnegie 
Institute of Technology, Pittsburgh, Penn- 
sylvania. 

Arthur S. Bent, president, Bent Broth- 
ers, Inc., Los Angeles, California. 

Frank P. Glass, editor, Montgomery Ad- 
vertiser, Montgomery, Alabama. 

Lafayette Hanchett, president, Utah 
Power and Light Company, Salt Lake City, 
Utah. 

David C. Henny, consulting engineer, 
Portland, Oregon. 

Horace W. King, professor hydraulic 
engineering, University of Michigan, Ann 
Arbor, Michigan. 

Alexander Legge, president, Interna- 
tional Harvester Company, Chicago, IIli- 
nois. 

Charles H. MacDowell, president, Ar- 
mour Fertilizer Works, Chicago, Illinois. 

Frank I. Mann, Bois d’ Arc Farm, Gil- 
man, Illinois. 

Harold G. Moulton, president, Brook- 
ings Institution, Washington, D. C. 
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R. E. Norton, vice-president, C. H. Geist 
Securities Corporation, Philadelphia, Penn- 
sylvania. 

Lewis B. Stillwell, consulting engineer, 
New York, New York. 

Harry Taylor, Major General, ex-chief 
of Engineers, U. S. A., Washington, D. C. 


The conclusions of this group of 
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men should clarify many matters of 
nation-wide application in water 
power development and point the way 
toward practical solutions and sound 
policies in public interest with due re- 
gard for good economies. 





and rates. 


thority.” 


petition; in the latter, because 
nopoly by limiting competition, 


(In his inaugural address, March 4, 1929.) 


THE REGULATION OF PRIVATE ENTERPRISE 
IS THE WILL OF THE PEOPLE 


“The election has again confirmed the determination of the 
American people that regulation of private enterprise and not 
government ownership or operation is the course rightly to 
be pursued in our relation to business. In recent years we 
have established a differentiation in the whole method of busi- 
ness regulation between the industries which produce and dis- 
tribute commodities on the one hand and public utilities on 
the other. In the former, our laws insist upon effective com- 
we substantially confer a mo- 
we must regulate their services 


“The rigid enforcement of the laws applicable to both 
groups is the very base of equal opportunity and freedom 
from domination for all our people, and it is just as essen- 
tial for the stability and prosperity of business itself as for 
the protection of the public at large. Such regulation should 
be extended by the Federal Government within the limitations 
of the Constitution and only when the individual states are 
without power to protect their citizens through their own au- 


—HERBERT HOOVER. 
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“Informal” Complaints 


What They Mean in Savings to the Utility 
Companies— and to the Public 


@ When a formal complaint is filed with a Commission, 
the law provides that a copy of it be sent to the utility com- 
pany ; that the case be then set down for a hearing—usually 
a costly proceeding that involves the fees of lawyers and 
expert witnesses—and that this be followed by the filing 
of briefs, printed at the expense of the contending parties. 


@ How the Public Service Commission of one state is 
saving both the utilities and the public a large part of the 
delays and expenses of such proceedings and is rendering 
a service that has effected economies estimated at millions 
of dollars, is told in this article by— 


JOHN G. HOPWOOD 
SECRETARY OF THE PUBLIC SERVICE COMMISSION OF PENNSYLVANIA 


HE general public has no con- 
Fr ception of the magnitude of the 

work done by utility Commis- 
sions incidental to or apart from the 
formal matters of regulation that 
come to such bodies. 

The great source of the public in- 
formation comes through the medium 
of the public press. The utility pa- 
tron necessarily knows the work of 
Commissions as a matter of formal 
proceedings somewhat akin to court 
litigation. If the proceeding be a 
rate complaint wherein a local com- 
munity is interested and sharp issues 
are raised, naturally it becomes a 
news item for public consumption. 
On the other hand an adjustment of 
service or rate difficulties of an in- 
dividual patron is of no particular 


interest save to that individual him- 
self, yet if a real grievance is ad- 
justed to a patron’s satisfaction, with- 
out resort to formal proceedings, and 
the consequent expense of the em- 
ployment of counsel and the procur- 
ing of witnesses, the service rendered 
by the Commission is of real and sub- 
stantial value. 

This is but an example of the many 
instances wherein a Commission, as 
an intermediary between utility and 
consumer, becomes a money saving 
device to both parties. 

The Pennsylvania Public Service 
Commission ‘has been particularly 
active in the adjustments, settlements, 
and compromises, effected through its 
offices, of matters not of formal rec- 
ord but reflecting economies to both 
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utility and ratepayer, speculative per- 
haps but nevertheless actual. These 
problems are usually docketed and 
known by the Commission as “infor- 
mal complaints.” 


4 > Pennsylvania Public Service 
Company Law has prescribed the 
manner in which complaints, applica- 
tions, and other matters shall be dis- 
posed by the Commission. For ex- 
ample : 

When a complaint is filed with the 
Commission, a copy of it is forward- 
ed to the utility concerned for its 
answer. The case is then set down 
for hearing, when testimony is pro- 
duced at length concerning all the 
matters complained of. This natu- 
rally requires the services of lawyers 
and, in a great many cases, the testi- 
mony of engineers and other expert 
witnesses. This is followed by the 
filing of printed briefs and oral argu- 
ment, when the case is finally ready 
for disposal by the Commission. The 
parties to the proceedings must bear 
these expenses, (which are by no 
means inconsiderable) ; hence it fol- 
lows that an avoidance of such steps 
means money in the pocket of the 
consumer who feels he has a subject 
of complaint against a utility. This 
is often accomplished in the adjust- 
ment of the many informal com- 
plaints which the Commission han- 
dles. 

By “informal complaints” is meant 
complaints received by letter, tele- 
phone or telegraph, or entered by per- 
sons who call at the Commission’s 
offices. When such complaints in- 
volve the service rendered by the 
utility, they are handled through the 
secretary's office in conjunction with 
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the several technical bureaus of the 
Commission. When the grievance in- 
volves rates, safety of facilities, or 
matters of a legal or engineering na- 
ture, it is directly assigned to the 
proper bureau for adjustment. 


HEN an informal complaint is 

lodged with the Commission, a 
copy or memorandum thereof is sent 
to the utility with a suggestion that 
the Commission would appreciate an 
investigation and statement of the 
situation from the company’s view- 
point. In some cases it is revealed 
that the matter would never have 
reached the Commission if the par- 
ties had conferred or tried to reach 
an understanding in the first instance. 
In other cases the cause of complaint 
is satisfied by agreement or conces- 
sions, or compromises, by either or 
both of the parties. Calling attention 
to a decision of the Commission in a 
parallel case will often direct the at- 
tention of the consumer or utility to 
the rights and duties involved in the 
controversy. 

When necessary, as is often the 
case, the Commission directs a field 
examination at its own expense to the 
end that an amicable settlement can 
be reached. 

Of course, not all such informal 
complaints are thus happily adjusted. 
If the informal procedure is ineffec- 
tive the complainant is reminded of 
his right to file a formal complaint 
and thus have his grievance adjudi- 
cated. 


one the Commission has carried 
an informal docket the secreta- 
rial department alone has handled 
5744 informal complaints, of which 
77 to 82 per cent have culminated in 
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satisfactory settlements. However, 
the percentage varies with the differ- 
ent utilities and the nature of the 
complaints. 

Out of a block of 150 informal 
complaints recently handled by this 
department, 50 were related to water 
service, 30 to telephone service, 28 to 
gas service, 10 to street railway serv- 
ice, 10 to railroad service, 6 to auto 
bus service, 3 to express service, 2 to 
sewerage service and 2 to steam-heat 
service. In cases involving water 
and gas line extensions the percentage 
of satisfactory adjustment may be as 
low as 65 to 70 per cent, while tele- 
phone service line extensions may be 
as high as 90 per cent, or more. 

Of course, it does not follow that 
all or nearly all the complaints not 
satisfied informally develop into for- 
mal proceedings. Many of such com- 
plaints involve main extensions which 
are largely speculative and require a 
long development before the exten- 
sion can reasonably be made. 


HE Commission’s Bureau of 

Rates and Tariffs covers the rate 
field of utility regulation. This bu- 
reau handles informally many rate 
adjustments and conducts investiga- 
tions in behalf of dissatisfied patrons. 
Since its inception 10,692 investiga- 
tions have been made; of this num- 
ber 3788 were in the nature of claims 
for reparation on account of excessive 
rates. In these cases the public re- 
ceived refunds aggregating about $1,- 
267,752, without the annoyance and 
expense of formal rate proceedings. 
In the other cases 6,904 matters of 
rate adjustment in all utilities were 
concerned, and in a majority of such 
cases the Bureau was successful in 


securing adjustments without the ne- 
cessity of formal procedure. 

The sum total in dollars of benefit 
or saving to the public is not possible 
of ascertainment, but considering that 
the benefits are cumulative from year 
to year, the amount must be very 
substantial. 

In addition to the above, the Bu- 
reau of Engineering has handled 
6,063 informal complaints and dis- 
posed of them in a manner satisfac- 
tory to parties concerned and the 
Commission in almost all instances. 
During the last three years a very 
substantial increase in the number 
has occurred due to activity in rural 
electrification work. These extensions 
have been under the joint supervising 
direction of the Commission’s engi- 
neers operating either directly or in 
co-operation with the Pennsylvania 
Joint Committee on Rural Electrifica- 
tion. All told, in the years 1927 and 
1928, about 1,500 cases have been 
handled and satisfactorily settled in a 
vast percentage of cases. 

This work has involved an expendi- 
ture of over $5,000,000 by the utility 
companies in territories where service 
was not rendered prior thereto. 


5 pe sum of money saved to the 
public or all parties concerned by 
these methods of co-operation in lieu’ 
of litigation amounts to several hun- 
dred thousand dollars, but the benefits 
therefrom in actual accomplishment 
cannot easily be estimated in dollars 
and cents any more than can the bene- 
fits of peace times be compared on the 
dollar and cent basis with times of 
war. 

Again, the Commissions’ engineers, 
during the last ten years, have han- 
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dled formal and informal matters in 
engineering conferences to the satis- 
faction of the parties and of the 
Commission. Here, as in the other 
cases, the saving in time by actual ac- 
complishment in bringing minds to- 
gether to a point of agreement, and 
in the settling of issues or in reducing 
to the irreducible minimum the points 
of conflict can be said to be repre- 
sented by hundreds of thousands of 
dollars. Other benefits, far greater, 
cannot be so easily measured. One 
man’s guess is as good as another. 


7 Bureau of Accidents attends 
to safety matters for the Com- 
mission with an insignificant expendi- 
ture, so far as the petitioners for pro- 
tection are concerned. To Illustrate: 

More than a hundred railroad 
crossings on important state high- 
ways were protected by flashing light 
signals during the past year. The en- 
tire cost of these signals was borne 
jointly by the railroad companies af- 
fected and by the State Department 
of Highways. Complaints that per- 
tain to the safety of facilities and ap- 
pliances are first handled informally ; 
only on rare occasions does the neces- 
sity arise for formal procedure with 
the attendant financial outlay. 

During the Commission’s existence 
(beginning January 1, 1914), the 
greatest objective held in mind, as 
well as established in law and em- 
phasized by the opinions of the courts, 
has been public service. 
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Service is the primary obligation 
of the utility; it is the primary duty 
of the Commission to see that ade- 
quate service is rendered. It is the 
privilege of the company to enjoy 
reasonable rates provided adequate 
service is rendered, so that the main 
criterion before the courts and the 
legislature and its agent, the Commis- 
sion, is good service—not necessarily 
how much has the Commission re- 
duced rates during its existence. 
However, while service has been im- 
proved and the stability of utilities 
maintained, at the same time utility 
rates, (specifically the electric utilities 
in Pennsylvania), are in round num- 
bers $25,000,000 less per annum than 
they would have been had the rates of 
fourteen years ago been maintained 
and in full force and effect at the 
close of 1928. How much the sav- 
ings may have been with respect to 
other utilities has not been computed, 
as no particular occasion has arisen 
demanding such research work. 





HESE savings and economies to 

the utility and patron have been 
accomplished through the co-opera- 
tive means already mentioned. Con- 
ferences, informal discussions, and 
conclusions in which the utility repre- 
sentatives have participated can be 
truthfully said to. have assisted in 
bringing about this result through 
methods initiated, fostered, and main- 
tained by the Public Service Commis- 
sion. 





Should Public Service Commissioners Be 
Appointed or Elected? 


What are the advantages and disadvantages of both methods? They 
will be pointed out in a coming issue of Pustic Uticities FortNicHTLy. 
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WHAT READERS ASK 


Out of the mail bag of the Editor have come these 
questions; because they touch upon subjects of broad 
interest to those in the public utilities field, they have 
been selected for publication—together with the an- 


swers. 


QUESTION 
What is a “public utility?” 


ANSWER 


This appears to be an innocent question. 
It is generally the first one asked by anyone 
who sits up and begins to take notice of 
regulatory matters. But it is a most difficult 
question to answer. It is a vital inquiry be- 
cause it goes to the very root of the power 
to regulate particular kinds of business. 

It is hard to tell just what the difference 
is between a public utility and a private busi- 
ness; that is to say, it is hard to lay one’s 
finger on the factor which distinguishes one 
form of business from the other. Two 
characteristics suggest themselves: one is 
the occupation of the streets, for the use 
of rails, poles, wires or mains and conduits; 
and the other is the operation of business 
under monopolistic conditions. 

Neither of these tests, however, is what 
might be called acid. A business may be 
a public utility, although it does not use 
the highways or it may operate as a monoply 
without being a public utility. The supreme 
court says that a business is a public utility 
enterprise when its property is devoted to 
a use in which the public has an interest. 
But the public has more or less interest in 
all kinds of business; even the corner grocer 
renders a service to a portion of the com- 
munity. If public interest alone were the 
test, it would be difficult to tell why a tele- 
phone company is regarded as a public utility 
and a newspaper as a private enterprise. 

Railroads, street railways, water, gas, and 
electric companies are all admitted to be 
public utilities. They are commonly accepted 
as such. But is a radio broadcasting com- 
pany a public utility? Is a corporation 
owning the stock of a public company itself 
a public utility company? Is coal mining a 
public utility or a private business? 

Nobody will know for certain until these 
questions are litigated, and the supreme 
court answers them one way or the other. 


What questions do you want to ask? 


It is interesting to note that the flexibility 
of the rules for determining what does or 
does not constitute a public utility are such 
as to permit the court to adapt itself to 
changing conditions. 


- 


QUESTION 


Have all of the states a State Pub- 
lic Service Commission? 


ANSWER 


Practically, yes—with the single exception 
of Delaware. Only sixteen states and posses- 
sions of the United States, however, have 
commissions that are designated as “Public 
Service Commissions ;” These are: Alabama, 
Georgia, Indiana, Kansas, Louisiana, Mary- 
land, Missouri, Nevada, New Hampshire, 
Oregon, Pennsylvania, Vermont, West Vir- 
ginia, Wyoming, Porto Rico, and the Philip- 
pine Islands. 

There are other jurisdictions in which the 
Commission is called a “Public Utilities Com- 
mission.” This is the name of the Commis- 
sion in Colorado, Connecticut, District of 
Columbia, Idaho, Maine, Michigan, Ohio, 
Rhode Islands, Utah, and Hawaii. 

Other states have what are called “Rail- 
road Commissions” or “Boards of Railroad 
Commissions.” ‘These States are Arkansas, 
California, Florida, Iowa, Kentucky, Missis- 
sippi, North Dakota, South Carolina, South 
Dakota, Texas and Wisconsin. 

The above are the names of Commissions 
most_generally used. The designations of 
the Commissions in other states are as fol- 
lows: Illinois, the Commerce Commission ; 
Massachusetts, the Department of Public 
Utilities ; Minnesota, the Railroad and Ware- 
house Commission; Montana, the Board of 
Railroad Commissioners and Public Service 
Commission; Nebraska, the State Railway 
Commission ; New Jersey, the Board of Pub- 
lic Utility Commissioners ; New York, the 
Department of Public Service; Tennessee, 
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the Railroad and Public Utilities Commis- 
sion; Washington, the Department of Public 
Works; Arizona, North Carolina and Okla- 
homa, the Corporation Commission; New 
Mexico and Virginia, the State Corporation 
Commission. 

The names, however, do not indicate the 
extent of the powers of the Commissions. 
Some of the Railroad Commissions—for ex- 
ample, those of California and Wisconsin— 
have as wide a range of jurisdiction as the 
Public Service or Utility Commissions. The 
Corporation Commissions have jurisdiction 
for certain purposes over corporations other 
than public utility companies. 


v 
QUESTION 
How many Commissioners are 
there on the regulatory Commissions 
of the various states? 


ANSWER 


By far the greater number of states have 
three Commissioners. There are five Com- 
missioners in California, Georgia, Indiana, 
Kansas, Massachusetts, Michigan, New York, 
and Porto Rico, and seven in Illinois, Penn- 
sylvania, and South Carolina. 


¥ 


QUESTION 


Are Public Service Commissioners 
appointed or elected? 


ANSWER 
Commissioners are appointed in thirty-one 


jurisdictions, including the District of Co- 
lumbia, Hawaii, and the Philippines. In 
twenty states they are elected. 

It is significant to note that in all Eastern 
states (with the exception of Delaware, 
which has no Commission at all), the office 
is appointive; these states include Maine, 
New Hampshire, Vermont, Massachusetts, 
Connecticut, Rhode Island, New York, New 
Jersey, Pennsylvania, Maryland, Virginia, 
West Virginia and the District of Columbia. 
In some of the Middle Western and Coast 
states the office is also appointive, as in Ohio, 
Michigan, Illinois, Indiana, Missouri, Wash- 
ington, Oregon, and California. 

In all Southern states below Virginia, 
Commissioners are elected, with the excep- 
tion of South Carolina where they are ap- 
pointed by the legislature. 


* 
QUESTION 
For how long a term does a Public 
Service Commissioner serve? 


ANSWER 


The average term of the Commissioners is 
six years. The longest term is ten years, the 
periods in Pennsylvania and New York. 
The shortest is two years, the period in South 
Carolina and Arkansas. 

In Washington and the Philippines the 
office is held at the pleasure of the Governor 
and for the period of good behavior respec- 
tively. 


5 


QUESTION 
Who exercises authority over Pub- 
lic Service Commissions? 
ANSWER 


Probably the correct legal answer to this 
question is: The legislatures which create 
them. 

In a few instances, however, the Commis- 
sions are constitutional bodies, and in such 
cases the power of the legislatures over the 
Commissions would not be supreme. But in 
the case in most states, as the Commission 
may be created or abolished at will by the 
legislature, it is apparent that the legislature 
holds the Commission in the hollow of its 
hand. A rate may be fixed by a Commission 
and it may immediately be superseded by one 
fixed directly by the legislature. This hap- 
pened in the early history of the present 
Railroad Commission of Wisconsin. The 
Commission, after a careful investigation 
determined that a certain railroad company 
was entitled to a passenger fare of 24 cents 
a mile; but the legislature immediately over- 
ruled the Commission by fixing a fare of 2 
cents a mile. 

Sometimes when there is a change of ad- 
ministration and the legislature takes on a 
different political complexion, an old Com- 
mission is abolished and a new one is estab- 
lished under a different name. This has 
happened several times in New York state. 
In most states the legislature has full control 
over Commission activities. 

The courts also have some control over 
Commissions. It is the business of the courts 
to see that Commissions do not fix rates so 
low as to confiscate the property of the utility 
companies, or usurp the functions of manage- 
ment. 

The public, too, has an indirect control. 
In several instances Commissions have re- 
fused to put forms of rate schedules into 
effect, although admitting them to be fair, 
because of popular disapproval. In the great 
majority of instances, however, Commissions 
have acted as their judgments dictated irre- 
spective of popular misunderstanding and 
disapproval. 
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QUESTION 


Do Public Service Commissions 
have to be consulted and authority ob- 
tained before utility stock is “wa- 
tered?” 

ANSWER 


This is what lawyers call a “double 
barrelled question.” Commissions have con- 
trol of stock issues in about half of the states. 
In states that have complete control over 
security issues, the companies have to obtain 
authority from the Commissions before they 
can issue stocks and bonds. Utility com- 
panies do not usually apply, however, for 
permission to “water” their stocks. That has 
been in disfavor by the Commissions for a 
good many years. The main purpose of the 
regulation of public utility securities is to 
keep the water out of utility stock. While 
rates are not based on capitalization (as 
many persons continue to think), the regula- 
tion of security issues is supposed to afford 
an indirect protection to the ratepayer by 
safeguarding the financial credit of the com- 
panies, thus enabling them to obtain new 
capital for the expansion of the business to 
take care of the need of the public for addi- 
tional service. 


¥ 


QUESTION 


Do State Public Service Commis- 
sions have authority over interstate 
utilities that are now under regula- 
tion by Federal Commissions? If so, 
where does the authority of one Com- 
mission end and the other Commis- 
sion begin? 


ANSWER 


The answer to the first question is “no.” 
If the State Commissions had authority over 
interstate utilities regulated by a Federal 
Commission, we should not know how to 
answer the second question, as to where the 
authority of different Commissions began 
and ended. This would never do. There is 
trouble enough in the world already. The 
Interstate Commerce Commission, and the 
various State Commissions are now doing 
their utmost to be on friendly terms with one 
another; but it would be expecting too much 
to have that entente cordiale continue if the 
question whether the State Commissions had 
authority over interstate matters regulated 
by the Federal Commissions were answered 
in the affirmative. 


QUESTION 


Has Commission regulation tended 
to reduce the value of utility securi- 
ties? 

ANSWER 

It is impossible to give more than a specu- 
lative answer to this question. If a utility 
company were not regulated; if it were 
strongly intrenched and were earning from 
ten to fifteen per cent on the value of its 
property, instead of seven or eight per cent 
permitted under regulation, its securities 
would be more valuable than they would be if 
the company were not under regulation, pro- 
vided the securities were not heavily watered. 
However, when utility securities can be issued 
only under the authority of a Commission, 
which has power to prevent over capitaliza- 
tion, such securities are highly regarded as 
investments, when the company is reasonably 
assured of protection from competition, and 
of the right to earn a reasonable return. 

In New York state, and probably elsewhere, 
securities under Commission regulation are 
regarded as more secure investments than 
those not under regulation. 


* 
QUESTION 


Has public utility regulation tend- 
ed to reduce earnings of power utili- 
ties? 

ANSWER 

Public utility regulation has resulted in 
great savings to ratepayers, due to forcible 
as well as voluntary reduction in rates. That 
would undoubtedly mean a great reduction in 
the earnings of public utility companies; but, 
under regulation, as they are still allowed to 
earn a fair return on the value of their prop- 
erty, and as they are protected from competi- 
tion, they have prospered and expanded in 
spite of rate reductions. We should say that 
regulation has had a decided tendency, how- 
ever, to reduce net earnings, although not 
beyond a point which the public regards as 
reasonable or beyond a point which has pre- 
vented the development of the service to 
meet the needs of the public. 


* 


QuESTION 
Have any Public Service Commis- 
sions been discontinued or their pow- 
ers decreased? 


ANSWER 


We do not recall that the Commission idea 
has been discontinued. The Railroad Com- 
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missions have persisted for many years; but 
in some instances jurisdiction of Commis- 
sions has been decreased, in favor of regula- 
tion by local authorities. Commissions have 
been legislated out and others legislated in, 
but the Commission idea has persisted in 
some form. In most instances the tendency 
has been to strengthen rather than weaken 
the Commissions. 


¥ 


QUESTION 


Has any state more than one Com- 
mission ? 
ANSWER 


All of the states, except one have now 
single Commissions for the regulation of 
public utilities. It used to be the practice of 
some of the states to have separate Commis- 
sions for the regulation of railroads, gas, 
and electric utilities, but now these Commis- 
sions have been consolidated. New York, 
however, still has two Commissions, operat- 
ing under the general title of “Department 
of Public Service.” The first is the Metro- 
politan Division, or the Transit Commission, 
which has jurisdiction over certain matters 
of interest only to the city of New York; 
the other is the State Division, or the “Public 
Service Commission,” which has general 
jurisdiction of public service companies 
throughout the state. 


> 


QUESTION 
Must a public utility company get 
authority to operate from a Public 
Service Commission? 


ANSWER 


Yes. This is one of the most important 
functions of a Public Service Commission. 
It was one of the earliest problems of regu- 
lation to which the legislatures directed their 
attention. Even the Railroad Commissions 
had power to grant or withhold consent to 
new enterprises. The purpose of granting 
this power to Commissions was to prevent 
the wasteful duplication of facilities which 
resulted from allowing the free play of com- 
petitive forces in the utility field, which was 
regarded as disadvantageous to the public. 
A utility already occupying the field, and giv- 
ing adequate service, is in this way ‘protected 
from competition by another utility. The 
public is in turn protected from overcharges, 
by the power of the Commission to fix the 
rates which the established utility is allowed 
to charge. 


QUESTION 
What part do the courts have in 
fixing utility rates? 
ANSWER 
The courts do not have the power to fix 
rates. This rate-making power is a legisla- 
tive power which may be exercised by legisla- 
tures or by Commissions, which in their 
regulatory activities are arms of the legisla- 
tures. The courts merely have the power to 
determine whether or not a rate fixed by a 
legislature or Commission is so low as to 
amount to a confiscation of the company’s 
property. If the court finds that the legisla- 
tive or Commission rate is too low, the court 
can declare it so; but the court has no power 
to go beyond that and fix a proper rate. The 
case must be sent back for further action by 
the legislature or the Commission. 


¥ 
QUESTION 
Do Public Service Commissions de- 
termine rates charged to consumers? 


ANSWER 


Yes. That is one of the chief purposes of 
regulation. The theory of rate regulation is 
that public utilities are natural monopolies; 
and that their rates should, therefore, be 
fixed by the states acting through their Com- 
missions. 

Rates are usually fixed after a hearing 
granted to all of the interested parties, when 
there is any controversy over the matter. 
The Commissions have the power—and often 
exercise it—of fixing rates to consumers on 
the Commissions’ own initiative. Those who 
favor state regulation of utilities maintain 
that the rate maker gets the benefit of savings 
due to utility operation on a large scale and 
is protected from overcharges, which might 
result if the consumers’ rates were not fixed 
by the Commissions. 

w 
QUESTION 

What salaries are paid to Public 

Service Commissioners? 
ANSWER 

The average pay giv en by the various states 
to Commissioners is $5,092.64 a year. The 
average pay of the Chairman in those states 
where he receives more than his associates is 
$5,475. The highest paid Commissioners are 
those of New York with $15,000 a year. New 
Jersey is next with $12,000; Pennsylvania is 
third with $10,000. The lowest paid Commis- 
sioners are those of Vermont, who receive 
$2,000 a year, although the Chairman of that 
state receives $4,200. Mississippi is also very 
low, with $2,250 a year for all Commissioners. 
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More About the “Breakdown” 
of the Public Service Commissions 


EpITor’s NOTE: 


So many letters have come to Pustic UTivities FortNIGHTLY in commentary 


on the article ‘ 


‘The Breakdown of the State Commissions,’ (published in 


the February 21st issue), that the editors have selected the following for 
publication; all of them contribute either new information or a new point 
of view to this timely subject. 


Court Delays Are Not 
Evidence of Commission 


Failings 


Rk. Spurr’s article in PuBLic 

UrTILities FoRTNIGHTLY, in re- 
ply to the editorial in the New York 
World on the “Breakdown of the Pub- 
lic Service Commissions,” answers in 
all essential particulars the charges 
brought by the World. But it is not 
complete. 

Of course, it is well known to those 
familiar with the matter that Public 
Service Commission regulation has not 
broken down. The writer in the World 
article has taken a couple of involved 
and complicated cases in which there is 
a wide and indefinite twilight zone be- 
tween the rights of the corporations 
and the rights of the people, and which 
would naturally lead to appeals to the 
courts. And because the very impor- 
tance of the problems to be solved has 
required long and thoughtful study by 
Commissions and courts alike, the 
World assumes that the time consumed 
is proof that Commission regulation has 
“broken down.” 

As a matter of fact it is nothing of 
the sort; on the contrary, it is a proof 
that Commission regulation is sound, 
careful, and conservative. This is only 
an instance of a writer who assumes 
conditions and premises, without a 


knowledge of the facts and underlying 
circumstances, and who argues from 
these faulty premises. 

So far as I have been able to observe, 
there is no class of men in the public 
service more conscientious and pains- 
taking in their duties than members of 
Public Service Commissions, or who 
give greater service to the whole public. 
In most of the states they are underpaid, 
and get scant recognition of the real 
services they perform. Demagogues 
frequently lead a portion of the public 
to believe the power to regulate is the 
power to injure or destroy the utilities 
which serve them; because the Commis- 
sions, knowing better, refuse to adopt 
and act upon such theories, they are 
classed as crooks, tools, or friends of 
the corporations—according to the in- 
tensity of feeling or lack of information 
by this part of the public. 

On the other hand, certain rather 
highly-paid corporation officials, or 
financiers interested in utilities, who 
resent being checked in their efforts to 
cut corners and having their corpora- 
tions held to a strict performance of 
their public duties, regard members of 
Commissions as_ cheap politicians, 
clothed with a little brief authority 
which they use for the annoyance and 
persecution of such of the Lord’s an- 
nointed as have been put in charge of 
these great corporations. So the Com- 
missions get it from both sides ; but they 
go on, doing their duty as they see it, 
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honestly and to the best of their ability. 

Of course, the World does not speak 
for Maryland. On the whole, I think 
Maryland is fairly well satisfied with 
Commission regulation of utilities. If, 
however, the World believes that Com- 
mission regulation has broken down in 
New York (which I know is not the 
case at all), then there are three courses 
open, one of which it may persuade the 
people of that state to follow: 


1. Strengthen the law where it may need 
strengthening : 

2. Abolish the law and the Commission 
and go back to the old system of estab- 
lishing rates by the state legislature, or 
by municipal authority, which would mean 
again putting the utilities up to their necks 
in politics, with all the evils of that 
system which Commission regulation wiped 
out. (In that case I imagine rates and 
rules established under that system would 
be in the courts far more than they are 
now): 

3. Have the people take over and operate 
these utilities as municipal or state enter- 
prises, with all the waste and inefficiency 
that public ownership and operation usu- 


ally entails. 
—Harowp E. West, 
Chairman, Public Service Commis- 
sion, Maryland. 


> 


The Courts Sustain Com- 
mission Rulings in 
Massachusetts 


HAVE read “The ‘Breakdown’ of the 

Public Service Commissions” with 
interest. Of course, I can only speak 
for Massachusetts. A Railroad Com- 
mission was established in Massachu- 
setts in 1869; a Gas and Electric Light 
Commission in 1885. The Railroad 
Commission, in 1913, was changed to 
the Public Service Commission, and in 
1919 the Public Service Commission 


and the Gas and Electric Light Com-: 


mission were consolidated into the 
present Department of Public Utilities. 
Thus, since 1869, Massachusetts has 
attempted to regulate railroads and rail- 
ways by Commission, and since 1885 


gas and electric light companies. [ 
doubt that in all that period of time the 
decisions of the Massachusetts Com- 
missions have been reversed in appeals 
to the courts more than ten times. [| 
have been with this Department since 
its consolidation and it has been re- 
versed but once. In rate cases, I know 
of no instance of reversal. 

It is difficult to conceive what one 
would substitute for a Commission in 
the regulation of public utilties. If a 
breakdown occurs in this Common- 
wealth, in my judgment, it will be due 
to the activities of the Federal Courts 
in setting up their opinions against 
those of the regulatory body of Massa- 
chusetts as to the value of the property 
employed by the utility and the fair 
rate of return thereon. This tendency 
of Federal Courts, of course, leads to 
litigation, as it encourages utilities in 
the hopes that they may get more, while 
they run no risk of getting less. 

—Henry C. ATTWILL, 
Chairman, Department of Public 
Utilities, Massachusetts. 


. 
No “Breakdown”’ in 


California 


} b pewnn the past five years gas and 
electric utilities under jurisdiction 
of this Commission have reduced rates 
approximately $6,500,000; $950,000 of 
this amount is gas proportion. 

The $5,550,000 figure for electric and 
$950,000 for gas utilities, while neces- 
sarily approximate figures, are reason- 
able. No attempt has been made to re- 
flect total accumulative savings to con- 
sumers during the 5-year period in- 
volved, nor has any allowance been 
made for the increasing effect of the 
early reductions on account of growth 
in sales. The figures given are, there- 
fore, merely the sums of any reductions 
as figured for the years in which they 
became effective. 

—H. G. MATTHEWwSsOoN, 
Secretary, Railroad Commission of 
the State of California. 
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$3,730,000 Saved to Con- 
sumers by the Oklahoma 


Commission 


FTER some delay, due to obtaining 
A some information which we did 
not have in this office, I am able to 
send you the following figures which 
represent the approximate savings to 
gas consumers and electric consumers in 
this state: 

Electric Gas 
$560,000.00 $3,170,000.00 
These savings are due to rate reduc- 

tions made by companies under the 
jurisdiction of the Corporation Commis- 
sion. 
—R. H. Lussxy, 
Gas and Electric Engineer, 
Corporation Commission of Oklahoma. 


> 
The Virginia Commission 
Has Saved Consumers 


$2,675,000 


| {" is a list of the estimated sav- 
ings, through rate reductions, to 
electric and gas consumers in Virginia 


during the past five years. Most of 
the reductions during this period were 
made voluntarily by the companies or 
through informal proceedings with the 
Commission ; in view of this fact it has 
been necessary to call upon the com- 
panies themselves for data as to these 
reductions. 

I addressed communications to all the 
gas companies, a total of eleven, and 
also to eighteen of the largest electric 
companies operating in Virginia. Re- 
plies were received from all companies 
with the exception of one gas company 
and one electric company. On this 
basis the following estimated annual 
savings were determined: 


Gas companies; by voluntary or in- 
formal proceedings: 

a ss 

1925 - - - - 


$21,950 
12,100 


64,100 
28,700 
5,000 


Total $131,850 


Electric Companies; by voluntary or 
informal proceedings: 


1924 
1925 
1926 
1927 
1928 


1926 - - 
1927 - - 
1928 - - 


$ 40,950 
18,550 
23,200 

474,850 
124,000 


$681,550 


the electric 


Total 
By formal proceedings, 
companies saved: 


1925 - - - 
1926 - - - 


$100,000 
120,000 


$220,000 
Grand Total $901,550 


Some of the companies were unable 
to give data covering all reductions dur- 
ing the period in question, due to the 
fact that, upon consolidation, the rec- 
ords of the smaller companies were 
either incomplete or destroyed. In 
some cases the coal clauses have been 
cancelled as applied to certain rates and 
a few of the companies were unable to 
give any estimate as to such savings. 
I also find that, upon examination of 
our rate files, there have been a good 
many slight reductions made, such as 
adding extra steps at lower rates to the 
schedules, which the companies have 
not considered in the above figures. 

In view of this, I would certainly say 
that a very conservative estimate 
shows that the savings in Virginia for 
this period have been more than $150,- 
000 to gas consumers and more than 
$950,000 to electric consumers. 

In this connection, it should be borne 
in mind that these figures merely repre- 
sent the estimated savings to customers 
at the time the rate reductions became 
effective, equated to an annual basis. 
They do not represent the cumulative 
effect such reductions have on the suc- 


Total 
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ceeding years. If the cumulative results 
of these reductions from year to year 
are to be considered, then a conserva- 
tive estimate shows the savings to have 
been more than $450,000 to gas con- 
sumers and more than $2,225,000 to 
electric consumers. 

This Commission has no control over 
municipal plants in Virginia and we 
have no way of determining any savings 
to consumers of such plants. 

—G. C. Boyer, 
Engineer, State Corporation Com- 
mission of Virginia. 


* 


One of the Dangers to the 
Commission Form 
of Regulation 


I READ with interest the article appear- 
ing in the February 21 issue of your 
magazine entitled The ‘Breakdown of 
the Public Service Commissions,’ and 
believe it to be a very fair reply to the 
editorial in the World and an effective 
answer to the accusation that regula- 
tion by State Commissions has broken 
down. The only danger that I can see 
now towards a weakening of regulation 


by State Commissions is the construc- 
tions and limitations placed recently by 
the courts on the valuation of public 
utilities. That regulation by State 
Commissions could be further strength- 
ened and improved, will be admitted by 
anyone who understands the situation. 
Constructive criticism and help from 
the press in that direction would, I am 
sure, be welcomed. Destructive criti- 
cism by the public and the press does 
not get us anywhere, but only tends- to 
create confusion in the public mind.” 
—Orrto Bock, 
Chairman, Public Utilities Com- 
mission, Denver, Colo. 


. 
$311,765 Saved to Con- 


sumers in Oregon 


Le estimated saving to gas and 
electric consumers through rate 
reductions made by companies under 
the jurisdiction of this Commission 
during the last five years is as follows: 
Saving to gas consumers due to re- 
duction, $61,765 ; to electric consumers, 
$250,000. 
—HErRsBeERT H. Hauser, 
Secretary, Public Service Com- 
mission of Oregon. 





The Importance of the Scientist in the 
Development of the Utilities Industry 


s e+ the experimenter is the heart of business and he grows 


in importance with the company’s size. 


There is hardly an 


industry that can afford to be without its research and experi- 


mental laboratories. 


The best technically trained men that the 


schools can produce are snatched up by eager corporations, who 
have learned that the essence of industrial progress is improve- 
ment. Millions are being expended yearly in experiment and the 
whole world is being scoured for the better material and the bet- 
ter thing. Today, in industry we are inspired not by what has 
been done, but by what there is yet to do. These experimenters 
who have come in with their scientific telescopes have given us 
glimpses into the infinite possibilities of the future. There was 
and is a very definite limit to what can be gained by industrial 
welfare between men, but there is no known limit to the results 
from the conquest of nature.” 
—Preston S. ARKWRIGHT 
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The March of Events 





California 


Cities Present Case against Tele- 
phone Rate Increase 


. x HE Cities opposing the proposed in- 
crease in rates of the Pacific Tele- 
phone & Telegraph Company have been 
presenting their evidence at hearings 
begun on February 19th before Com- 
missioners Clyde L. Seavey, Ezra W. 
Decoto and W. J. Carr. Their princi- 
pal witnesses have been Dr. Milo R. 
Maltbie, utility expert of New York; 
Walter W. Cooper, chief accountant for 
the rate department of the East Bay 
Cities; Paul L. Beck, assistant valua- 
tion engineer for the city of San 
Francisco; R. A. Belinge, telephone en- 
gineer ; and W. S. Owensby, chief rate 
accountant for San Francisco. 

The testimony of these witnesses is 
intended to show that the reproduction 
cost estimates introduced by the com- 
pany are excessive; that the valuation 
of land is too high; that there has been 


Revision of Rate Contracts 


RGUMENTS were heard by the Su- 

preme Court of the United States 
on March 6th and 7th in the case of 
Sutter Butte Canal Company v. Rail- 
road Commission of the State of Cali- 
fornia, involving the rights of a public 
utility company under contracts entered 
into between the company and its con- 
sumers. 


duplication of underground conduits; 
that there have been included unused 
items of property; that estimates of 
operating expenses are too high; and 
that reserves for depreciation have been 
improperly handled. 

An estimate of $10,000,000 for going 
concern value put forward by the com- 
pany. should, in the opinion of Dr. 
Maltbie, be eliminated. Dr. Maltbie has 
also expressed the opinion that 6 per 
cent is a reasonable rate of return for 
the company. 

Leased wire contracts have been un- 
der attack. The opponents of the rate 
increase take the position that if the 
local exchanges received a fair share 
of the leased line revenues, a profit 
would be shown instead of the deficit 
claimed by the company. Objection is 
made to the moneys paid over to the 
American Telephone & Telegraph Com- 
pany by the Pacific Company under 
such contracts. 


The judgment appealed from was 
handed down by the Supreme Court 
of California in a proceeding brought 
by the utility company to review a 
Commission order. The order per- 
mitted the holders of contracts to 
change their contracts from bilateral, 
mutual, dependent, and concurrent con- 
tracts into unilateral contracts or mere 
options or privileges in favor of this 
class of customers. 


Connecticut 


Revision of Electric Rates 
Sought 


— for a revision of electric 
rates charged by the Danbury & 
Bethel Gas & Electric Light Company 
has been forwarded to the Public Utili- 


ties Commission by consumers in Beth- 
el, headed by First Selectman Robert C. 
Keeler. It is alleged that the rates are 
discriminatory, excessively high, and 
more than is just and reasonable. 
Several attempts, says the Danbury 
Times, have been made to settle the 
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matter through the adjustment of indi- 
vidual cases, but while some slight ad- 
justments have been made by the com- 
pany in isolated cases, the general con- 
dition still remains the same. Recently 
many petitions have been sent in by 
merchants and residents demanding 
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an investigation of the electric rates. 

The petitioners take the position that 
Bethel is not bound in any way by the 
new rates charged by the company, as 
Bethel was not represented at any of 
the hearings at which these rates were 
discussed. 


Delaware 


Public Utility Commission 
Proposed 


:*- state of Delaware, the only 
state in the Union which up to the 
present time has not established some 
sort of a Commission to regulate public 
service corporations, may join the other 
states in adopting this mode of regula- 
tion. A bill with that end in view has 
been introduced in the legislature. 


It is provided that the Governor shall 
appoint a Commission of three mem- 
bers. The chairman would receive a 
salary of $6000 a year, and the other 
two members would receive $5000. A 
secretary with a salary of $3600 is also 
provided for, and the Commission is 
authorized to maintain an office and to 
select such other employees as it may 
deem necessary to carry on the work 
of the Commission. 


District of Columbia 


Submetering Declared Illegal 


HE practice of some owners of 
large buildings who buy electricity 
at wholesale rates and then submeter 
the current to tenants at higher rates 
was declared illegal on March Ist by 
the Public Utilities Commission, which 
held that this practice is contrary to the 
terms of its order setting up a rate 
schedule for the Potomac Electric 
Power Company. The Commission, it 
is reported, called attention to the fol- 
lowing clause in the rate schedule for 
1929 which reads in part: 
“The consumer agrees not to use the 
current for any purpose or for any ad- 
ditional equipment other than that pro- 


vided for in this contract without first 
having notified the company in writing 
and having received the company’s con- 
sent thereto. It is expressly understood 
and agreed that electric service fur- 
nished to the consumer shall be for his, 
her, or their own use and may not be 
remetered (submetered) by the con- 
sumer for the purpose of selling elec- 
tric service to another or others.” 

This clause, in the opinion of the 
Commission, was designed to limit the 
purchase of electric current to the cus- 
tomer’s own use, and was reasonable as 
it had for its purpose the confining of 
the use of electricity to that for which 
the schedule of rates under which the 
current was purchased was intended. 


Indiana 


Rate Order Attacked as 
Confiscatory 
T HE order of the Commission fixing 


rates of the Wabash Valley Elec- 
tric Company at Martinsville has been 
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attacked in the Federal Court on the 
ground of confiscation. The company 
asserts that the enforcement of the new 
rate schedule would cause it to operate 
at a $50,000 annual deficit. 

The valuation is alleged by the com- 
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pany to be-.less than the actual book 
cost of the property. The company 
also complains that the Commission 
failed to make proper allowances for 
depreciation reserve and working capi- 
tal, and that it ignored other principles 


which must be followed in rate making. 

On March 2nd Judge Robert C. 
Baltzell, in Federal Court, granted a 
temporary injunction restraining the 
rate reduction order pending the final 
outcome of the litigation. 


Louisiana 


Higher Water Rates Permitted 
in Baton Rouge 


HE appeal of the city of Baton 
Rouge to dissolve the Federal Dis- 
trict Court injunction preventing munic- 
ipal interference with the Baton Rouge 
Waterworks Company in charging in- 
creased rates on February 25th met 


Hearing on Telephone Rates 


HEARING on the application of the 
Southern Bell Telephone Com- 
pany for a readjustment of rates in the 


with defeat before the United States 
Circuit Court of Appeals. The com- 
pany had claimed that it was making a 
return of only 3 per cent instead of 9 
per cent. The inability of the com- 
pany to meet expenses within the limits 
allowed by its franchise was alleged as 
the basis for its action in seeking an 
injunction. 


Cedar Grove and South Highland areas, 
which recently were annexed to the city 
of Shreveport, was opened on February 
25th before Commissioner Harvey G. 
Fields. 


Massachusetts 


Propaganda Inquiry Collapses 


A echo of recent rate proceed- 
ings, says the Boston Evening 
Globe, was heard on February 26th at 
a hearing of the legislative committee 
on power and light in relation to the 
proposal of an investigation of the so- 
called “power trust.” It is reported 
that the hearing opened with the col- 
lapse of the movement for an investiga- 
tion of the “propaganda” of the power 
companies. Martin T. Joyce, who had 


Proposed Rate Schedule 
Suspended 
HE new rate schedules filed by the 


Malden & Melrose Gas Light 
Company, the Suburban Gas & Electric 


introduced a bill for such an inquiry, 
withdrew it, explaining that informa- 
tion promised him in support of his de- 
mand for an inquiry had not been forth- 
coming. 

Daniel P. Lane, Cambridge Council- 
lor-at-large, Wycliffe C. Marshall of 
Watertown and Samuel C. Mildram, 
who have figured prominently in rate 
hearings, appeared to support a bill by 
Mr. Lane, to have the Public Utilities 
Department investigate holding com- 
panies and associations. 


Company, and the Fall River Gas 
Works Company were suspended on 
February 26th by the Public Utilities 
Department until April Ist. In the 
meantime the Commission will make a 
further investigation of these schedules. 


341 





PUBLIC UTILITIES FORTNIGHTLY 


Electric Service Charge Ex- 
plained and Attacked 


O one can lose and many can save 
through the new electric light 
rates of the Lowell Electric Light Cor- 
poration, President John A. Hunnewell, 
of the company, declared at a confer- 
ence with the city council on February 
19th, according to a report in the Lowell 
Sun. Mr. Hunnewell explained the 
operation of the rate schedules and the 
use of the service charge. 
He presented charts to prove that the 
service charge is not an extra charge, 


Hearing on Investment Cost 
Theory 


ENRY C. Attwill, chairman of the 

Department of Public Utilities, at 
a hearing before the legislature’s com- 
mittee on power and light on March Ist, 
says the Christian Science Monitor, 
recommended that the state take legisla- 
tive steps to maintain its utility rate 
regulation system based on original in- 
vestment. Chairman Attwill urged 
that a form of contract be offered to the 
companies under which they would 
agree to accept regulation on a basis 
which would adjust rates to yield a rea- 
sonable return on their actual invest- 
ment, and that the field be opened to 
competition by municipal plants except 
where such contracts were made. As 
an alternative he proposed that all laws 


although there is a misunderstanding 
by the consumers on that point. Of 
18,000 customers, Mr. Hunnewell said 
over 10,000 had saved a little money on 
the rates. 

Councillor Frank J. Hubin, says the 
Lowell Courier-Citizen, notwithstand- 
ing these explanations, has issued a 
statement in which he proposes a pro- 
test to the Public Utilities Department 
against present rates in Lowell. He 
objects to the service charge on- the 
ground that it is unjust and unsatisfac- 
tory to the citizens who are customers 
of the utility. 


at present governing municipal purchase 
of gas and electric companies be re- 
pealed and the regulatory contracts then 
offered to companies desiring them. 

Sheldon E. Wardwell, attorney for 
the Massachusetts Electric & Gas Asso- 
ciation, it is reported, declared these 
proposals were coercive in the extreme 
and were both unfair and out of line 
with the economics of the situation. He 
indicated that the companies were not 
particularly interested in establishing 
the reproduction cost theory of valua- 
tion, saying that within a comparatively 
few years practically all utility property 
will have been replaced at the existing 
price levels. He said the investment 
cost theory might make for high rates 
in event of a lowering of the general 
level of prices for materials used by 
the public utilities. 


Misssourl1 


Terminable Permit Bills in 
Legislature 


TERMINABLE permit bill sponsored 
A by public utility interests has been 
before the legislature during the past 
month. The purpose is to make it pos- 
sible for the public utilities to which it 
applies to surrender their existing limit- 
ed period franchises and receive instead 
a so-called terminable permit, which in 
effect is a franchise for an unlimited 


period, subject to certain conditions of 
revocation or purchase of the property 
by a municipality. 

One of the features advocated is that 
the consent of a municipality be re- 
quired before a utility can surrender its 
existing franchise. Utilities which 
started operation after January Ist of 
this year would be required to make a 
showing to the Commission that public 
necessity and convenience required issu- 
ance of the permit. 


342 





PUBLIC UTILITIES FORTNIGHTLY 


Montana 


Reduction in Electric Rates 


HE Commission has announced an 
tT on with the Montana- 
Dakota Power Company officials which 
will bring about a decrease in electric 
light and power rates after April Ist. 
Twenty-five cities and towns in eastern 
Montana and approximately 6000 con- 


sumers will benefit by these new rates. 

Classifications of the localities have 
been made on the theory that the more 
densely populated areas can be served 
at a lower unit cost per consumer than 
other areas. It is reported that the rate 
cut followed an inquiry made on the 
initial motion of the Commission and a 
hearing held on December 4th. 


New Hampshire 


Menace of Branch Line Cuts 


—. of further efforts to 
abandon branch lines was ex- 
pressed by the Commission in its recent 
report to the legislature. A great de- 
crease in passenger train service exceed- 
ing the decrease in passenger train reve- 
nue was also pointed out. 

The Commission declared that the 
diversion of freight from the branch 


Petition for Rate Revision 


— for authority to revise rate 
schedules were filed with the Com- 
mission, on February 28th, by the Net- 
tie P. Brown Water System of Warren 
and the Grafton Electric Light & Power 


lines to the longer main line routes is 
inimical to the territory served by the 
branch lines. The Commission also 
called attention to the fact that routeing 
of freight in interstate movements from 
short or long haul routes was something 
the Commission could not regulate, al- 
though it could furnish the state with 
information in regard to these move- 
ments if funds were made available to 
secure and check the information. 


Company of Lebanon and Hanover. 
The latter company seeks a revision of 
rates on household service of all classes. 

The Commission has set March 26th 
as a final date upon which objections to 
the proposed rates of the water com- 
pany may be filed. 


New Jersey 


Water Utility Valuations 
under Attack 


A’ the hearings before the Commis- 
sion on the application of the 
Hackensack Water Company for in- 
creased rates the real estate valuation 
and the valuation of the Weehawken 
reservoir property have been under at- 


tack. Active opposition has been shown 
at all of the hearings. The Jersey City 
Journal states that J. Emil Walscheid, 
counsel for the North Hudson consum- 
ers, has charged that half a million dol- 
lars will be added to next year’s water 
bills for North Hudson and Bergen 
county people if the Commission grants 
the increase. 
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New York 


State Gas Rate Investigation 


ee question of uniform gas rate 
schedules in New York state has 
been one of the considerations of the 
Commission in hearings conducted at 
Albany during the past month. The 
introduction of testimony was begun on 
February 18th. 

Numerous officials of gas utilities 
throughout the state were heard. There 
seemed to be a prevailing opinion that 


Buffalo Gas Rates 


OMMISSIONER William R. Pooley 
. on February 25th began hearings 
on the application of the Iroquois Gas 
Corporation for a $2 minimum gas 
charge with a 70-cent consumption 
charge in Buffalo. Evidence was intro- 
duced in regard to valuation and the 
other usual elements bearing upon rates. 
There was also some controversy over 


Submetering Inquiry 


yg the scope of submetering op- 
erations had reached such great 
proportions that it prevented the New 
York Edison Company and other elec- 
tric power companies from putting into 
effect a new schedule of reduced rates 
for the ultimate consumer was the testi- 
mony of Nicholas F. Brady, chairman 
of the board of the Edison Company, at 
the resumption of hearings before the 
Commission on March 5th. Mr. Brady 
also testified in regard to alleged acts 
of discrimination by the submetering 
companies which in turn reflected on 
the utility. He maintained that direct 
service, because of the company’s re- 


Briefs Filed in Brooklyn 
Gas Case 
A supplemental memorandum by 
William L. Ransom, attorney for 
the Brooklyn Borough Gas Company, 


a gas rate schedule should be devised 
which would recognize the customer 
cost either in a direct charge or in a 
charge for a small amount of gas used. 
Robert M. Searle, representing several 
utilities, gave a number of illustrations 
of the defects of a straight consumption 
charge, and stated that if he were per- 
mitted to make a customer charge of 
$1.50 in Rochester he could sell the gas 
used by consumers at 47 cents per 
thousand feet. 


the price paid by the company for gas 
purchased from the Pennsylvania 
Natural Gas Company, an affiliated 
corporation. 

The hearing was adjourned on Feb- 
ruary 27th to be resumed on March 
18th. City experts under the direction 
of assistant corporation counsel Fred- 
eric C. Rupp planned to make a minute 
study of the testimony submitted by the 
utility. 


sponsibility, its emergency services, and 
other advantages, was in practically all 
instances better for the tenants than 
submetering could be. 

The advocates for the submetering 
companies strongly stressed the losses 
to building owners if submetering 
should be abolished. It was stated, for 
example, that the Pennsylvania Build- 
ing which had shown a profit of $8,760 
in 1928, after counting off an $11,000 
bill for public lighting as paid, would 
face the equivalent of a loss of $20,000 
a year. 

The hearing was adjourned until 
March 19th. Chairman Prendergast 
with Commissioners Van Namee and 
Lunn conducted the hearing. 


was filed with the Commission on 
March Ist to sustain the initial charge 
of $1 for the first 200 cubic feet of gas 
or less, which has been in effect since 
August, 1927. It is asserted on behalf 
of the company that the benefit from 
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the new rate had been demonstrated 
and that it has enabled the inauguration 
of a low rate for industrial purposes 
and house-heating and has resulted in 
a reduction of 5 cents per 1000 cubic 
feet for all gas beyond the initial quan- 
tity. 

Corporation Counsel Nicholson 
thereafter filed a brief attacking the 
rate as unnecessary. In his brief he 


directed attention to the fact that the 
Brooklyn Union Gas Company had re- 
cently been denied permission to make 
a minimum charge of 95 cents for the 
first 200 cubic feet, and that the situa- 
tion was the same as that of the Brook- 
lyn Borough Gas Company. Mr. Ran- 
som, it is reported, contends the situa- 
tion of the two companies is different 
and won’t bear comparison. 


North Dakota 


Citizens and Utility to 
Study Rates 


HE United Public Service Com- 

pany, the new owners of the 
Hughes Electric Company, has, through 
its representative, W. C. Reukauf of 
Mobridge, been holding meetings with 
the citizens of several of the towns 
served by the company in order to pro- 
mote public relations. This plan fol- 
lowed the formation of a league of 
municipalities for the purpose of bring- 
ing about a reduction of electric rates. 


Mr. Reukauf, says the Herron Her- 
ald, explained that the company had 
only recently purchased the holdings of 
the Hughes Electric Company and, in 
an effort to give adequate service over 
the new lines and to make the many 
new improvements that the rapidly ex- 
panding system required of the com- 
pany, had not had time to study the rate 
situation as they are now studying it. 
Now, however, that the matter of giv- 
ing efficient service has been attended to 
the subject of rates will be investigated 
without delay. 


Ohio 


Gas Service Charge in Toledo 


feces to eliminate the 75-cent 
ready-to-serve charge of the 
Northwestern Ohio Natural Gas Com- 
pany has been introduced in the Toledo 
city council. The measure, says the 
Toledo News-Bee, would provide for 
continuation of the present gas rates 


Interurban Fare Increase 
Suspended 


6 e- Commission on February 26th 
announced the suspension of the 
increased fares of the Wheeling Trac- 
tion Company on the Ohio side until 


with the service charge eliminated for 
the next two years. 

The sponsor of the ordinance has 
pointed out that the ordinance author- 
izing the service charge has expired and 
the law department is requested to de- 
termine by what authority it has been 
permitted to continue in effect after the 
expiration date. 


April 2nd. The company had filed 
these rates to become effective March 
3rd. 

A hearing was scheduled for March 
Z2lst at Columbus. Several protests 
have been filed against the change in 
rates. 
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Water Rate Question to Go 
to Commission 


HE Uhrichsville city council on 
February 19th virtually decided to 
await the decision of the Commission 
on the question of increased rates for 
the Dennison Water Supply Company. 


It is reported that the Dennison city 
council may meet with the Uhrichsville 
council to decide just what definite steps 
will be taken as a result of findings by 
T. D. Pierce, Commission engineer, in 
which he indicates that an increase in 
rates to boost the company’s annual in- 
come at least $8,000 should be allowed. 


Oregon 


Legislature Kills Bill to Reduce 
Telephone Rates 


A BILL providing for a 25-per cent 
reduction in telephone rates in 
Oregon was killed by the vote of 
twenty-four of the thirty Senators on 
February 19th, it is reported in the 
Salem Capital Journal. The central 


thought of the bill, it is stated, was that 
its passage would immediately throw 
the whole matter into the courts with 
the result that all evidence, including 
that gathered by the Portland city coun- 


cil and by the Commission, would be 
available. 

The courts, said Senator Upton, the 
sponsor of the bill, would either hold 
the bill valid or invalid as confiscatory 
of property. Senator Upton lauded 
Commissioner Louis E. Bean of the 
Public Service Commission as a man of 
integrity. He said further: 

“T don’t believe the trouble is that the 
officials are not trying to do their duty. 
We never have furnished enough money 
to the Commission to enable them to 
get to the bottom by investigation. If 
you want a real determination of this 
question, you must do one of two 
things: do it yourselves or give the 
Service Commission enough money to 
do it. 

“T am frank to say that if this bill 
passes, it will immediately involve the 
state in a lawsuit with the telephone 


company. But we must have court ac- 
tion to determine the validity of things 
done here. This is a better bill than 
the home rule bill. It’s purpose is to 
get rid of this camouflage; this boloney 
and all this political trading. My bill 
will bring the whole thing into the open. 
If we have a Public Service Commis- 
sion investigation, we will simply get a 
report that only half the people will be- 
lieve. The other half will believe the 
Commission sold out.” 

The opinion was expressed by others 
that the bill proposed an unreasonable 
reduction in revenues and that it would 
be unjust by legislative fiat to take away 
abruptly that amount of income. It was 
predicted that the courts would enjoin 
the courts from enforcing the bill, if 
it were passed, on the ground that it 
would result in confiscating the prop- 
erty of the telephone company. 

Senator Moser, opposing the bill, said 
it was important because by it “we are 
going to say whether we try to fool the 
people and ourselves. I think the tele- 
phone rates are too high, but I am not 
going to stultify myself by voting for a 
measure that I consider all bunk. I 
know the newspapers are printing 
double-column, heavy-type editorials 
challenging us to come to the aid of the 
people, but I am not going to be in- 
fluenced by that. I am not going to 
stain my integrity after sixteen years’ 
service in this senate.” 
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Pennsylvania 


Delay in Water Rate Case 


RITICISM in localities served by the 
+ Scranton-Spring Brook Water 
Service Company because of the delay 
in terminating the proceedings on the 
application for higher rates was met 
on February 28th by a statement of 
Commissioner J. W. Brown that the 
Commission was ready and willing to sit 
at all times to bring the case to a speedy 
conclusion. Commissioner Brown, on 
behalf of the entire Commission, again 
urged on all parties the need for a 
speedy preparation and conclusion of 
the case. 

Attorney Berne Evans, of the water 
company legal staff, said that the com- 
pany was anxious to co-operate in any 
way possible in order to bring an early 


New Public Utility Bills 


7. agitation in Pennsylvania 
against water rate increases has 
resulted in the introduction into the 
legislature of two bills aimed at the 
charges of public utility companies. 
One of these bills, introduced by Repre- 
sentative W. D. Pethick of Wayne 
county, would amend the Public Serv- 
ice Company Law so as to prevent the 
collection of money from water users 
in addition to the regular rate while ap- 


Service Charge Draws Fire 
from Mayor 


Mtn Luther S. Crawford of Un- 
iontown, says the Pittsburgh 
Press, has announced that he will op- 
pose the Fayette County Gas Com- 
pany’s 50-cent service charge. The 
mayor charges that the company in re- 
ducing its former rate of 5/7 cents per 


decision. Attorney John R. Geyer, 
chief counsel for the complainants, ac- 
cepted on behalf of the complainants 
responsibility for delay but said that 
they did not accept the blame since the 
matter had been entirely beyond their 
control because of the unprecedented 
magnitude of the work falling to the 
lot of the municipalities’ lawyers, engi- 
neers, and accountants. 

The company’s case was practically 
completed on February 28th, after a 
series of rate hearings from time to time 
since last June. The case of the com- 
plainants is expected to be started dur- 
ing the latter part of March. The com- 
pany has been charging, under a tempo- 
rary order, rates in excess of the former 
rates but lower than those for which it 
is contending. 


plying to the Commission for an in- 
creased rate. 

Another bill, introduced by represen- 
tative Willard Shortz of Kingston, 
would deny public utility companies the 
right to collect a penalty greater than 
the legal rate of interest when patrons 
fail to pay bills. This seems to be an 
outgrowth of the controversy started 
when consumers were urged to refuse 
payment of increased rates of the 
Scranton-Spring-Brook Water Service 
Company. 


thousand cubic feet to 54 cents really 
raised the rate 30 cents for persons who 
used 4000 cubic feet of gas—that is, in- 
cluding the 50-cent charge. 

It is reported that Connellsville and 
Scottdale officials will also join the op- 
position to the utility’s rate schedules if 
the company insists upon enforcing the 
service charge in spite of the expressed 
opposition to it. 
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Rhode Island 


Electric Rates to Be Lowered 


EW rate schedules filed with the 
Commission by the Narragansett 
Electric Company on February 28th, it 
is stated in the Providence Bulletin, will 
benefit domestic consumers but not the 
smaller consumers. The charges are to 
be made in proportion to the amount of 
electricity used. 


The principal advantage of the new 
rates to the average domestic consumer 
will be the option of using one of two 
rate schedules. Customers using more 
than sixty kilowatts will benefit by using 
one of the schedules, while small con- 
sumers will benefit by continuing to use 
the other schedule. It is said that the 
consumers will save more than $70,000 
annually under the new rates. 


¥ 
West Virginia 


Hearing on Fare Increase Set 


ye Commission on February 28th 
announced that it would hold a 
hearing on the proposed increase in 
fares of the Wheeling Traction Com- 
pany on March 18th. The postpone- 
ment from February 28th was at the 
request of the Wheeling city council 
which sought the delay in order to 
permit the completion of an investiga- 
tion by the city into the company’s peti- 
tion. 

The increased tariffs under considera- 


tion would mean a charge of 50 cents 
for eight tokens instead of 50 cents for 
10 tokens as at present. A formal pro- 
test has been received by the Commis- 
sion from the city of Bellaire along 
with that of several local organizations, 
it is stated in the Wheeling Register. 
At a meeting of merchants in the city 
of Wheeling, however, the feeling was 
expressed that whatever fare is just 
should be established, and that any in- 
crease in the present rate indicated as 
justified by careful examination of all 
facts involved, should be supported. 


Wisconsin 


Street Car Fares in Milwaukee 


‘e- Commission on February 25th 
opened hearings on the plea of the 
electric company for higher car fares in 
Milwaukee. The city of Milwaukee 
and suburban towns and townships sur- 
rounding that city are opposing the in- 
crease. 

W. A. Jackson, vice-president of The 
Electric Company, stated that the com- 
pany’s yearly income through street car 
fares would have to be increased about 
$1,000,000 if the 74 per cent income 
allowed by law were to be reached; but 
instead of a horizontal increase in fares 
for all riders, he proposed a minimum 
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fare to the regular rider and an in- 
creased fare to the convenience or 
occasional rider who takes advan- 
tage of the street cars only during bad 
weather or some emergency. He told 
the Commissioners that the company 
did not desire to make any suggestions 
for increases, but that it aimed only to 
place figures and statistics before the 
Commission and let the Commission 
draw its own conclusions. 

The company disclaims any intention 
to increase the revenue of its entire 
operation but has indicated that if fares 
are increased so that the street railway 
can stand on its own feet, electric rates 
will be reduced. 
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UNITED STATES DISTRICT COURT, 
DISTRICT OF MASSACHUSETTS. 


WORCESTER ELECTRIC LIGHT COMPANY: 


v 


HENRY C. ATTWILL et al. 
[Equity No. 2840.] 
(— F. (2d) —.) 
Rates — Jurisdiction of Federal Courts. 


1. The fixing of rates to be charged by a public utility is not a 
function of the United States Courts, p. 10. 


Valuation — Confiscation — Reproduction cost. 

2. The Federal Courts must determine the question of confiscation 
of utility property by reference to the present value thereof, and in the 
absence of special controlling circumstances, reproduction value less 
depreciation is a fair measure of that value and may be considered as 
the dominant element thereof, p. 13. 

Constitutional law — Limitations of local practice — Conjiscation. 

3. The constitutional right of a utility to a fair return is not lim- 
ited by, and need not be interpreted with reference to, a local practice 
established within a particular state by which the determination of a 
rate base is controlled by the so-called prudent investment theory, 
p. 14. 

Courts — Jurisdiction of Federal Courts. 

4. The question to be determined by the Federal Courts upon ap- 
peal from a rate order of a State Commission, is the interpretation and 
application of the rights of the utility under the Constitution of the 
United States, p. 14. 

Constitutional law — Protection from oppressive state regulation. 

5. The constitutional right of a utility to be protected against 
regulation that will prevent it from earning a return based on the 

P.U.R.1929B. 1 





UNITED STATES DISTRICT COURT. 


present value of its property is a restriction on the power of the state 
to regulate, not only with respect to the rate itself, but also with regard 
to the basis upon which the rate is calculated, p. 14. 

Valuation — Prudent investment — Present value. 

6. The prudent investment theory will not be accepted as a means 
of determining the present value of utility property where it is avowed- 
ly a means of escaping such present value as a rate base, p. 15. 

Constitutional law — Regulation of security issues. 

7. The fact that the legislature restricted the issue of stock by 
utilities in excessive quantities and at unduly low prices need not in- 
dicate an intention that the constitutional protection of the utilities to 
a fair return on present value is to be affected thereby, p. 15. 

Constitutional law — Limitations on state regulation. 

8. The purpose and intent of the state in regulating utilities is 
limited, restricted, and controlled by the constitutional right of the 
utility to be protected in the use of its properties, p. 18. 

Constitutional law — Protection of property. 

9. The Constitution protects the right of a utility to its property 
and not some substituted conception thereof, p. 18. 

Constitutional law — Estoppel — Confiscation — Prudent investment. 

10. The acceptance by a utility of state protection in the matter of 
competition and stock issues, and the incidental evidence, material and 
statements furnished by the company in compliance with such laws, do 
not estop it from claiming a rate based upon reproduction cost less 
depreciation as compared with the prudent investment theory favored 
by the state, p. 18. 

Rates — Power of Commission — Contract as to rates. 

11. A regulating Commission cannot contract as to future rates un- 

less specifically thereto authorized by the legislature, p. 20. 
Constitutional law — Attempted contract. 

12. A utility, attempting by means of a contract with a Commission 
having no authority to enter such contract, to restrict its right to future 
rates to those not based on actual value of its property, is still en- 
titled to protection by the Constitution against the enforcement of such 
rates, p. 20. 

Estoppel — Attempted contract. 

13. That which cannot be accomplished by an attempted contract 

cannot be accomplished by an estoppel, p. 21. 
Valuation — General contractor’s comperxsation. 

14. The use of a general contractor in an estimate of the cost to 
reproduce new is justified where the reproduction contemplated is in 
its entirety, in the shortest possible time, and requires the employment 
of an organization assembled, trained, and co-ordinated with its neces- 
sary equipment, p. 40. 

Valuation — Reproduction cost — Contractor’s compensation, 

15. An allowance of 6 per cent was permitted for compensation to 
the general contractor in a reproduction cost appraisal of an electric 
plant, p. 41. 

P.U.R.1929B. 
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Valuation — Reproduction cost — Labor rates. 

16. The difference between labor conditions under which reproduction 
cost is to be estimated and such conditions in connection with steady 
employment by the utility whose property is being estimated, as well 
as the difference in the amount of labor required to reproduce the plant 
in its entirety in the shortest possible time, warrant an increased rate 
for labor over the amount for such an item on the company’s pay roll 
for steady employees, p. 41. 

Valuation — Reproduction — Construction for benefit of city. 

17. An underground duct required by a city for its benefit to be con- 
structed by an electric company in the construction of its own ducts 
is properly included in the reproduction cost estimate of the company’s 
plant, p. 42. 

Valuation — Reproduction cost — Paving over cond tits, 

18. No allowance should be made in a reproduction cost estimate for 
rate-making purposes of the expense of replacing pavement over con- 
duit beyond the original cost thereof regardless of the enhanced value 
or subsequently increased quantity of pavement over such installation, 
p-. 42. 

Valuation — Reproduction — Engineering and superintendence. 

19. An allowance of 5 per cent on the reproduction cost of the 
physical property of an electric company exclusive of land was made as 
an estimate of the expenses of engineering and superintendence, in con- 
nection with the reproduction of the plant, p. 51. 

Valuation — Interest during construction. 

20. An allowance of 6 per cent was made in a reproduction cost 
estimate for interest during construction of an electric plant, p. 52. 
Valuation — Reproduction — Miscellaneous cost during construction, 

21. An allowance of 1 per cent of the cost of the physical property 
of an electric company was made in the reproduction cost estimate for 
miscellaneous expenditures during construction, p. 56. 


Valuation — Reproduction cost — Organization. 

22. An allowance of 1 per cent of the cost of the physical property 
of an electric company was made in an estimate of the reproduction | 
cost thereof, for organization expenses, p. 56. 

Valuation — Reproduction cost — Cost of financing. 

23. An allowance of 5 per cent for the cost of financing was made 
in a reproduction cost estimate of an electric plant, assuming that the 
services of an investing company would be necessary in distributing 
securities of the new company theoretically to be reproduced, p. 59. 

Valuation — Reproduction — Working capital — Electric company. 

24, An allowance for working capital was made up by taking an 
average for the previous year of the monthly balances of materials and 
supplies actually carried by an electric company, the average cost of 
services rendered and billed but not paid for, and other receivables, and 
prepayment items, plus added cash and the amount necessary to main- 
tain bank accounts and to provide departmental funds, and to take 


care of emergency needs, p. 62. 
P.U.R.1929B. 
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Valuation — Reproduction — Working capital — Merchandising. 

25. The judgment of an electric company’s officials as to the ad- 
visability of carrying a larger supply of coal than is actually necessary 
for boiler requirements in order to resell such fuel to customers should 
not be disturbed, and such articles carried for resale need not be elimi- 
nated from the working capital accounts, p. 62. 


Valuation — Basis for accounting — Going value. 

26. Findings as to the cost to reproduce property, both those re- 
lating to material and labor and miscellaneous structural costs in con- 
nection therewith and those relating to general construction costs, and 
the other items were dealt with solely as values in the reproduction of 
the property as it would exist when accepted by the owner upon com- 
pletion by the contractor, and any enchancement of value thereafter 
was included as going value, p. 64. 

Valuation — Reproduction cost — Going value. 

27. An allowance of 10 per cent of the other items of reproduction 

cost was made for going value of an electric plant, p. 64. 


Valuation — Funds properly valued. 

28. All money received by a utility in compensation for its services 
belongs to the company whether applied to current expenses or set aside 
for future requirements of that character, or whether distributed as 
dividends, or retained as surplus; and in so far as it may be invested 
in public service, the company is entitled to have it included in the 
rate base, p. 67. 

Depreciation — Purpose of reserve. 

29. The depreciation reserve represents what remains of the amounts 
which have been annually charged for depreciation, after deducting 
therefrom the amount of actual retirements, p. 69. 


Depreciation — Purpose of reserve. 

30. The annual charge for depreciation is not a determination, or 
even an estimate of what has actually happened, but is merely a book 
entry intended to cover not only what has happened, and is happening, 
but also what may be expected te happen in the future, p. 69. 


Valuation — Deduction for accrued depreciation. 

31. The deduction from the cost to reproduce in order to arrive at 
present value is to represent the amount by which the present condi- 
tion fails to equal new, and should not exceed the amount of present 
actual depreciation, p. 69. 


Depreciation — Necessity for deduction. 

32. There may be cases where the present value of a utility plant 
as an entity, capable of successful economical and efficient operation as 
a whole, is equal to that of an exact counterpart newly constructed, 
p. 70. 

Depreciation — Computation of accrued depreciation, 

33. The relation which the present value of a single used rail, pole, 
generator, boiler, or other elemental part, bears to the present value 
of a corresponding new part, does not furnish any adequate measure 
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of an allowance or deduction to be made for the plant as a whole in 
comparison with one newly constructed, p. 71. 

Depreciation — Computation of accrued depreciation — General ex- 
penses. 

34. The inclusion in an estimate of accrued depreciation of an elec- 
tric plant. of such items as law expenditures, interest, taxes, and mis- 
cellaneous expenses, sometimes called overheads, was held to be im- 
proper, p. 73. 

Rcturn — Basis — Return on securities — Cost of capital, 

35. The rate of return on the value of utility property is not to be 
determined by the rate of return on securities, and it should be some- 
thing more than is required by the rate to be paid for new capital, 
p- 82. 

Return — Percentage allowed — Electric company. 

36. An allowance of 8 per cent return was held to be reasonable on 
property of an electric utility, p. 82. 

Depreciation — Electric company — Computation by utility. 

37. The computation of annual depreciation by an electric company 
was presumed to be correct in the absence of any evidence of sufficient 
weight to rebut the same, p. 84. 

Return — Operating expenses — Amortization in rate case. 

38. A rate case expense was directed to be amortized over a period 
of from three to four years at $50,000 a year for an electric company, 
p. 86. 

Apportionment — Allocation of electric revenue. 

39. The apportionment of revenue by an electric company between 
its commercial, domestic lighting, and power customers must not be 
blindly accepted, but must be weighed in comparison with the facts in 
the case, notwithstanding the technical character of the subject, p. 88. 

Constitutional law — Confiscation — Necessity for apportionment. 

40. It is necessary in order to ascertain whether or not a Commis- 
sion order restricting only residential and commercial lighting rates 
results in the confiscation of an electric company’s property to appor- 
tion the revenue allocable to such classes of service from power rates 
or other classes of service not affected by the order, p. 89. 

Constitutional law — Confiscation by Commission order. 

41. The mere fact that a utility’s entire net income from its elec- 
tric service is not an adequate return on the fair value of its property 
does not entitle the company to enjoin the enforcement of a Commis- 
sion order restricting only certain classes of rates where it is not shown 
that the act of the Commission is responsible for the inadequacy, 
p- 89. 





Constitutional law — Estoppel to claim constitutional right. 
Statement that regardless of its acts a utility would not be estopped 
to claim its constitutional right to a fair return based on reproduction 
cost less depreciation in the rate base, p. 19. 
Rates — Contract — Power of utility to impair ability to serve. 
Statement that it is doubtful whether a public utility can deprive 
P.U.R.1929B. 





UNITED STATES DISTRICT COURT. 


itself, whether by contract or by representation, of its rights to make 
such charges in the future as might be necessary to enable it to perform 
the services to the public, which it has undertaken, p. 20. 


[February 11, 1929.] 


Suir in equity by an electric utility seeking to restrain en- 
forcement of a rate reduction order of the Department of Public 
Utilities; denial of injunction recommended by the Special 
Master in accordance with the conclusions herein. 


Warner, Special Master: This is a proceeding in equity 
seeking to enjoin the enforcement of an order of the defendants 
fixing the net maximum price to be charged by the plaintiff for 
electricity sold by it in the city of Worcester, and to have such 
order declared void on the ground that it is confiscatory and in 
violation of the plaintiff’s rights under the 14th Amendment to 
the Constitution of the United States. 

A temporary injunction against the enforcement of the order 
was granted by the Special Statutory Court, consisting of Bing- 
ham and Johnson, C.JJ., and Lowell, D.J. 

The case was referred to me as Special Master by an order di- 
recting me “to hear the parties and their evidence, find all the 
material facts, and report to the Court his findings of fact and 
conclusions of law, together with his recommendations as to the 
decree to be entered; and he shall report to the Court all the 
testimony and evidence received by him.” 

Pursuant to said order hearings were had. Forty-one days 
were consumed in the taking of evidence, which is embodied in a 
stenographic report of 3,904 pages, and in numerous elaborate, 
detailed and complicated exhibits, and thereafter the case was 
argued by counsel for three full days. 

The plaintiff is a corporation organized in 1884 under the 
General Laws of Massachusetts for the purpose of furnishing 
electric light and power. It is engaged in the business of manu- 
facturing, distributing, and selling electric energy for light and 
power in the city of Worcester and in the adjoining town of 
Leicester, and for that purpose owns and operates an extensive 
plant for the manufacture and distribution of electricity. In 
connection with a substation in Worcester it also owns and oper- 
P.U.R.1929B. 
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ates a small steam-heating plant, known as Chase Court. It 
furnishes electric energy for lighting, heating, cooking, and pow- 
er, to approximately 53,000 customers, and also for street light- 
ing and traffic signals to the city of Worcester. 

The defendants constitute the Commission of the Department 
of Public Utilities of the Commonwealth of Massachusetts, es- 
tablished under Chap. 25 of the General Laws of said Common- 
wealth. 

The General Laws of Massachusetts (1921) Chap. 164, § 93, 
provided that upon complaint made, and after hearing, the De- 
partment “may order any reduction in the price of gas or electric- 
ity” and that “The maximum price fixed by such order shall not 
thereafter be increased by said company except as provided in 
the following section.” 

Section 94 provided that the company may apply to the De- 
partment to fix and determine the price of gas or electricity to be 
thereafter sold and delivered by said company, or to revise any 
former order or action of the Department relative to the quality 
or price thereof,” and that after notice and hearing the Depart- 
ment “may pass such orders relative to the price and quality of 


the gas or electricity thereafter to be furnished by said company 
as it deems just and reasonable. Such orders shall be binding 
upon all parties until further order of the Department.” 
These sections were amended by Chap. 316 of the Acts of 
1927, pp. 379, 380, so as to provide that upon complaint made 
and after notice and hearing the Department “may order any 


> 


reduction or change,” etc., and also that “Such an order may 
likewise be made by the Department, after notice and hearing 
as aforesaid, upon its own motion” (italics mine), and requiring 
the company to file with the Department, in such form as the 
Department prescribes, schedules showing all rates, prices, and 
charges, which rates, prices, and charges may be changed by 
the company by filing a schedule setting forth the changes, which 
shall not become effective until the first day of the month next 
after the expiration of fourteen days from the filing, unless the 
Department otherwise orders, and which shall apply to meter 


readings after the effective date unless the Department otherwise 
P.U.R.1929B. 
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orders, and authorizing the Department to investigate the pro- 
priety of any propused charge, and pending such investigation to 
suspend the proposed rate for not more than six months. It was 
also provided that “An order by the Department directing a 
change in any schedule filed shall have the same effect as if a 
schedule with- such changes were filed by the company, and shall 
become effective from such time as the Department shall order.” 

This Act of 1927, carried the emergency preamble and, there- 
fore, became effective upon its approval, April 26, 1927. 

No question was raised that the Department had not complied 
with these sections. 

On June 3, 1927, the plaintiff had in effect rates for electric 
energy to be charged in Worcester as follows: 


Schedule A. 
Residential Lighting Rate, $.08 per kilowatt hour with a 
minimum charge of $9 a year per meter, payable monthly. 


Schedule B. 

Yearly Commercial Rate. 

For the first 1,400 kw. hr. used per month, $.08 per kilowatt 
hour. 

For any part of the next 1,400 kw. hr. used per month, $.055 
per kilowatt hour. 

For any part of the next 1,700 kw. hr. used per month, $.045 
per kilowatt hour. 

For 4,500 kw. hr. or more used per month on this schedule, 
$.059 per kilowatt hour with a minimum charge of $9 a year 
per meter, payable monthly. 


Schedule C. 

Optional Electric Rate. 

This provides for a fixed charge of $45 per year for the first 
40 kw., $30 per year for the next 40 kw. and $24 per year for all 
kw. exceeding 80, with a charge for current at $.025 per kw. hr. 
up to and including 5,000 kw. hr. per month and $.02 per kw. 
hr. for any part of the next 5,000 kw. hrs. used per month, and 
$.015 for all electricity exceeding 10,000 kw. hrs. per month with 
a minimum charge of the demand charge. 

P.U.R.1929B. 
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Schedule F. 

Residential Cooking, Heating, and Refrigeration Rate. 

For the first 20 kw. hrs. used per month, $.08 per kilowatt 
hour ; and for each kw. hr. in excess of 20, $.05 per kilowatt hour 
with a minimum charge of $1.00 per month per meter. 


Schedule I. 

Power Rate. 

For the first 50 hrs. use per month for each kw. of the maxi- 
mum demand, $.08 per kilowatt hour. 

For each kw. used in excess of the first 50 hrs. use of the maxi- 
mum demand, $.025 per kilowatt hour. 

This schedule has a discount based on the maximum yearly 
kilowatt demand ranging from 0% from 1 to 7 kw. up to 50% 
for 225 kw. and over. 

This rate has a minimum charge on connected load basis rang- 
ing from $1.35 per month for 14-74 kilowatts to $.65 per month 
for 75 kilowatts and over, and also a minimum charge of $5 a 
month for X-ray machines. 


Schedule J. 

Five-year Power Rate. 

This is the same as Schedule “I” except that it allows greater 
rates of discount above 76 kw. 


Schedule R. 

Industrial and Commercial Heating and Cooking Rate. 

For the first 20 kw. hrs. used per month, $.08 per kilowatt 
hour. 

For all in excess of 20 kw. hrs. per month, $.04 per kilowatt 
hour. 


Schedule 8. 

Residential Lighting, Heating and Cooking Rate (Optional). 

First block, $.08 per kilowatt hour. 

Excess, $.04 per kilowatt hour, the amount of kw. hr. per 
month required to be used in the first block varying with the 
number of rooms. 

This rate has a minimum charge ranging from $2 to $3.50 
per month according to the number of rooms. 

P.U.R.1929B. 
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On bills paid within fifteen days from date a discount of $.01 
per kilowatt hour is allowed in Schedules “A,” “B,” “F,” “R,” 
and “S,” and a similar discount of $.005 is allowed in Schedule 
“©,” and of 10 per cent in Schedules “I” and “J.” 

Rates were in effect to be charged for Leicester similar to 
Schedules “A,” “F,” and “I,” except that in each the $.08 
charge was raised to $.09, and with similar discounts for prompt 
payment. 

In all cases provision was made for a minimum charge. 

These rates also contained a so-called “coal clause” providing 
that in addition to the rates the company should be paid one 
thousandth of a cent per kilowatt hour for each one cent that the 
cost of bituminous coal of 14,500 B.T.U. as received per pound 
exceeds $6 per gross ton. 

On June 3, 1927, the defendants made the following order: 
“Ordered: That the net maximum price of electricity to be 
hereafter charged by the Worcester Electric Light Company 
for electricity sold by it [in the city of Worcester], be and here- 
by is fixed at 5 cents a kilowatt hour, such price to apply to all 
bills rendered on account of meter readings subsequent to June 
15, 1927.” (P.U.R.1927C, 705, 721.) 

It is this order of which the plaintiff complains. 

This order was intended by the Department to affect only the 
Schedules “A” and “B,” covering residential and commercial 
lighting. Taken literally it might seem to affect in some degree 
some of the other schedules, and to avoid any uncertainty as to 
this, the plaintiff refiled and resubmitted to the Department such 
other rates, and they were approved by the Department, thus 
leaving rates “A” and “B” as the only ones affected by the order. 

[1] In approaching the determination of this case it must be 
understood clearly at the outset that it is not a question of fixing 
the rates to be charged by the plaintiff for the sale of its electrici- 
ty. The fixing of rates to be charged by a public utility is not 
the function of the United States Courts, and the jurisdiction of 
this Court is not appealed to for that purpose. 


The fundamental basis of the plaintiffs appeal to this juris- 


diction is that the order of the Commission so regulates and 
P.U.R.1929B. 
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restricts its charges that it cannot earn a net sum which will be 
just compensation for the use of its property. 

“The question in the case is whether the rates prescribed in 
the Commission’s order are confiscatory and, therefore, beyond 
legislative power. Rates which are not sufficient to yield a rea- 
sonable return on the value of the property used at the time it 
is being used to render the service are unjust, unreasonable, 
and confiscatory, and their enforcement deprives the public utili- 
ty company of its property in violation of the 14th Amendment. 
This is so well settled by numerous decisions of this Court that 
citation of the cases is scarcely necessary.” Bluefield Water 
Works & Improv. Co. v. Public Service Commission, 262 U. S. 
679, 690, 67 L. ed. 1176, P.U.R.1923D, 11, 18, 43 Sup. Ct 
Rep. 675; Public Utility Comrs. v. New York Teleph. Co. 271 
U. 8S. 23, 70 L. ed. 808, P.U.R.1926C0, 740, 46 Sup. Ct. Rep. 
363. 

In its latest decision on this subject (McCardle v. Indianapolis 
Water Co. 272 U. S. 400, 408, 71 L. ed. 154, P.U.R. 1927A, 15, 
22, 47 Sup. Ct. Rep. 144) the Supreme Court of the United 
States has said: “It must be determined whether the rates com- 
plained of are yielding and will yield, over and above the 
amounts required to pay taxes and proper operating charges, a 
sum sufficient to constitute just compensation for the use of the 
property employed to furnish the service; that is, a reasonable 
rate of return on the value of the property at the time of the in- 
vestigation and for a reasonable time in the immediate future.” 
And again, pp. 410, 411, 412: “It is well established that values 
of utility properties fluctuate, and that owners must bear the de- 
cline and are entitled to the increase. The decision of this court 
in Smyth v. Ames, 169 U. S. 466, 547, 42 L. ed. 819, 18 Sup. Ct. 
Rep. 418, declares that to ascertain value ‘the present as com- 
pared with the original cost of construction’ are, among other 
things, matters for consideration. But this does not mean that 
the original cost or the present cost or some figure arbitrarily 
chosen between these two is to be taken as the measure. The 
weight to be given to such cost figures and other items or classes 
of evidence is to be determined in the light of the facts of the 
case in hand. By far the greater part of the company’s land 
P.U.R.1929B. 
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and plant was acquired and constructed long before the war. 
The present value of the land is much greater than its cost; and 
the present cost of construction of those parts of the plant is 
much more than their reasonable original cost. In fact, prices 
and values have so changed that the amount paid for land in the 
early years of the enterprise and the cost of plant elements con- 
structed prior to the great rise of prices due to the war do not 
constitute any real indication of their value at the present time. 
Standard Oil Co. v. Southern P. Co. 268 U. S. 146, 157, 69 L. 
ed. 890, 45 Sup. Ct. Rep. 465; Georgia R. & Power Co. v. Rail- 
road Commission, 262 U. S. 625, 630, 631, 67 L. ed. 1144, 
P.U.R.1923D, 1, 43 Sup. Ct. Rep. 680; Bluefield Water Works 
& Improv. Co. v. Public Service Commission, supra, 691, 692; 
Missouri ex rel. Southwestern Bell Teleph. Co. v. Public Service 
Commission, 262 U. S. 276, 287, 67 L. ed. 981, P.U.R.1923C, 
193, 43 Sup. Ct. Rep. 544, 31 A.L.R. 807. Undoubtedly, the 
reasonable cost of a system of waterworks, well-planned and effi- 
cient for the public service, is good evidence of its value at the 
time of construction. And such actual cost will continue fairly 
well to measure the amount to be attributed to the physical ele- 
ments of the property so long as there is no change in the level 
of applicable prices. And, as indicated by the report of the 
Commission, it is true that, if the tendency or trend of prices 
is not definitely upward or downward and it does not appear 
probable that there will be a substantial change of prices, then 
the present value of lands, plus the present cost of constructing - 
the plant, less depreciation, if any, is a fair measure of the value 
of the physical elements of the property. The validity of the 
rates in question depends on property value January 1, 1924, 
and for a reasonable time following. While the values of such 
properties do not vary with frequent minor fluctuations in the 
prices of material and labor required to produce them, they are 
affected by and generally follow the relatively permanent levels 
and trends of such prices. The fact that original cost was prob- 
ably 12 to 20 per cent less than the estimate of the Commission’s 
engineer based on the average of prices for the ten years ending 
with 1921—two years before the rate order became effective— 
P.U.R.1929B. 
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does not tend to support the Commission’s adoption of that esti- 
mate. The cost of reproduction on price levels prevailing Janu- 
ary 2, 1923 was found to be 30 to 35 per cent or from $4,500,000 
to $5,000,000 more. The average of prices in the ten years end- 
ing with 1923—the effective date of the rate order—was shown 
by the testimony of the Commission’s chief engineer to produce a 
result nearly 14 per cent higher than the figure adopted ; and, on 
the basis of prices prevailing on the effective date of the order, 
cost of reproduction less depreciation would be about 32 per cent 
higher than that taken by the Commission. The high level of 
prices and wages prevailing in 1922 and 1923 should be taken in- 
to account in finding value as of January 1, 1924 and in the 
years immediately following. Moreover, there is nothing in the 
record to indicate that the prices prevailing at the effective date 
of the rate order were likely to decline within a reasonable time 
—one, two, or three years—to the level of the average in the ten 
years ending with 1923. And we may take judicial notice of 
the fact that there has been no substantial general decline in the 
prices of labor and materials since that time. The trend has been 
upward rather than downward. The price level adopted by the 
Commission—the average for ten years ending with 1921—was 
too low. And it is clear that a level of prices higher than the 
average prevailing in the ten years ending with 1923 should be 
taken as the measure of value of the structural elements on and 
following the effective date of the rate order complained of.” 

[2] Various criticisms have been made and difficulties pointed 
out, both by courts and Commissions, regarding the adoption of 
the present value of the property as the rate base, and especially 
as to the use of the method of reproduction new less depreciation 
for arriving at present value. Nevertheless, as the decisions of 
the Supreme Court now stand, it seems clear that Federal Courts 
must determine the question of confiscation by reference to pres- 
ent value, and that, in cases like the present, the reproduction 
value less depreciation is a fair measure of that value, and in the 
absence of special controlling circumstances, it may be considered 
as the dominant element. Monroe Gas Light & Fuel Co. v. 


Michigan Pub. Utilities Commission, 292 Fed. 139, 142, P.U.R. 
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1923E, 661; New York Teleph. Co. v. Prendergast, 300 Fed. 
822, 824, 825, P.U.R.1925A, 491; Monroe Gas Light & Fuel Co. 
v. Michigan Pub. Utilities Commission, 11 F. (2d) 319, 321, 
P.U.R.1926D, 13; Columbus Gas & Fuel Co. v. Columbus, 17 
F. (2d) 630, 632, P.U.R.1927C, 639; Temmer v. Denver Tram- 
way Co. 18 F. (2d) 226, 228 (C. C. A. 8th Cire.). 

It is clear that the value we are concerned with is the present 
value of the property employed to furnish the service. 

However the present value may be arrived at, and whatever 
weight may be given to various elements tending to show that 
value, the ultimate thing to be arrived at must be the value at 
the time the order complained of in this case became effective, 
that is, June 15, 1927, and thereafter. 

[3] Counsel for the defendants contend that there has been 
established in Massachusetts a practice and method with regard 
to regulation of public utilities by which the determination of the 
rate base upon which fair return is to be earned is to be largely 
affected, if not practically controlled, by the so-called prudent 
investment theory, and that the constitutional right of the utility 


is limited, or affected thereby, or must be interpreted with refer- 
ence to that situation. 


The opinion of the Statutory Court rendered in connection 
with the issuing of a temporary injunction seems to me to have 
disposed of this question adversely to the contention of the de- 
fendants. Worcester Electric Light Co. v. Attwill, 23 F. (2d) 
891, P.U.R.1927E, 796. 

If the question is still open before me, I am unable to agree 
with counsel for defendants. 

[4] The question to be determined in this Court is the inter- 
pretation and application of the rights of the utility under the 
Constitution of the United States. 

[5] The decisions of the Supreme Court, which are control- 
ling on this Court, have clearly established the constitutional 
right of a utility to be protected against regulation which will 
prevent it from earning a return based upon the present value of 
its property. This constitutional right is a restriction on the 


power of the state to regulate, and I am unable to see that the 
P.U.R.1929B. 
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restriction is any less effective against a regulation by definition 
or determination of the rate base, than it is against a regulation 
by definition or determination of the rate itself. 


[6] To hold that a state, in the exercise of the power of regula- 
tion, may substitute something else for the value of the property, 
which has been determined to be the measure of the constitution- 
al protection, would seem to me to nullify the protection, even 
though that something else be the amount prudently invested, for, 
ex hypothesi, the amount of prudent investment differs from the 
present value of the property, or no question arises. The sug- 
gestion that the prudent investment theory is only a means of 
determining the present value of the property lacks reality, for 
it is avowedly a means of escaping from taking present value as 
the rate base. 

[7] It may well be doubted whether the exercise of the regu- 
latory power by the Massachusetts legislature purports, or was 
intended to have any bearing on the interpretation and applica- 
tion of the right of the utility to protection under the Constitu- 
tion of the United States. It may be conceded that the legisla- 
ture intended to restrict the issue of stock in excessive quantities, 
and at unduly low prices, without conceding that the constitution- 
al protection is affected thereby. 

I quote from Valuation of Public Service Corporations, Whit- 
ten-Wilcox, 2d Edition, Vol. 1, as follows (italics mine) : 

P. 67: “There may be also a close relationship between valua- 
tion for reorganizations, consolidations, and original stock and 
bond issues and valuations for rate making and public purchase. 
But such a relationship, where it exists, rests primarily upon the 
acceptance of actual cost as a basis for all these valuations. 
Where reproduction cost is given weight in valuations for rate 
making and public purchase, and capitalization continues to be 
based upon actual cost under a true system of accounting, this 
relationship is destroyed.” 

P. 68: “The ‘Massachusetts rule’ with respect to valuation 
is this: ‘It is the money honestly and prudently invested and 
devoted to the public service that is entitled to earn a fair re- 
turn.’ (Citing P.U.R.1925E, 739, 744.) This rule has been 
P.U.R.1929B. 
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applied to gas and electric companies, street railways, and all 
other utilities in Massachusetts. In the country generally, the 
fundamental distinction for present purposes between value for 
capitalization and value for rate purposes and for public pur- 
chase is that the rules as to accounting and capitalization are sub- 
ject entirely to the control of the various Commissions and legis- 
latures. They involve no constitutional rights. The basis of 
valuation for rate purposes and for public acquisition through 
condemnation or arbitration proceedings, on the other hand, ts 
being fixed by the United States Supreme Court, and that body 
has shown a disposition to give short shrift to the Massachusetts 
rule when Commissions have attempted to apply u%& in other 
states.” 

P. 75: “It is apparent that ‘value’ as the term is used in con- 
nection with rate making and the fixing of compensation for 
public utilities is not equivalent to the economic concept of value 
in exchange. Rather it is fair value or just compensation, which 
are legal, not economic concepts. They cannot be defined except 
in terms of law and judicial decisions; in fact ‘fair value,’ and 
‘just compensation’ get their definition from the findings of the 
Commission or the court in each particular case and with refer- 
ence to the particular purpose for which the enquiry is made.” 

See also Temmer v. Denver Tramway Co. 18 F. (2d) 226 
(C. C. A. 8th Cire.) where it was held that the value for rate- 
making purposes has no necessary relation to actual value, and 
that a utility might be held to be insolvent although its value for 
rate-making purposes might exceed the aggregate amount of its 
liabilities. In that case the Court says: 

P. 228: “An examination of the constituent elements which 
go to make up value for the purpose of determining a rate of 
fares to be charged in order to obviate confiscation discloses, 
aside from the practical difficulties of the situation, that the rat- 
ing base value furnishes no proper or legal criterion on which 
to bottom actual value. The former, roughly speaking—accord- 
ing to the Supreme Court, which concludes us—is, as to physical 
elements, bottomed on present value of lands held, plus present 


stable cost of constructing the plant, less depreciation for use 
P.U.R.1929B. 
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since construction, plus a fair allowance for going value, for in- 
tangible elements, and for working capital.” 

In 1912 the Board of Gas and Electric Light Commissioners, 
which at that time was the regulating Commission in Massachu- 
setts, after reviewing the acts of the Massachusetts legislature in 
reference to the control of public utilities, said: 

“This review of the acts of the legislature indicates an early 
recognition of the business as a virtual monopoly, and imposes 
upon it a considerable measure of restraint, supervision, and 
regulation. The legislative purpose to prevent the issue of 
stock for anything besides cash, or, in the earlier years, property 
actually contributed by the stockholders, is plain. The prohibi- 
tion of stock dividends, and the provisions for the sale of addi- 
tional stock at auction or its distribution to the stockholders at its 
market value, or, as now, at a price not so low as to be inconsist- 
ent with tke public interest, are also indications of an early and 
consistently maintained purpose to prevent surpluses accumu- 
lated out of earnings becoming the basis, directly or indirectly, 
for the issue of stock. 

“On the other hand, it is equally to be noted that no specific 
limitation has ever been placed upon rates or dividends with a 
view possibly of rewarding zeal in the skillful and intelligent 
conduct of the business, and imposing upon the directors, sub- 
ject to the check ef public opinion, a consideration of the wel- 
fare of the shareholders and the equities of consumers in the sur- 
plus to which they had contributed. As market value is influ- 
enced by the rate of dividends declared, the requirement that ad- 
ditional stock shall be issued at a premium seems also an ac- 
knowledgment that dividends may be paid on the par of the 
stock at a rate in excess of the return ordinarily required by in- 
vestors for the use of their money. The fact that this last feature 
of the law has been preserved long after an express authority was 
granted to this Board to reduce the price of gas is significant, 
too, of a legislative view that these two methods of regulation 
are not inconsistent. This body of legislation is plainly designed 
to allow no capital stock to be issued save for physical property 
necessary for proper corporate purposes, to keep the authorized 
increase of capital stock as low as market and other conditions 
P.U.R.1929B. 2 
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warrant, to compel publicity of corporate affairs, and, on the 
other hand, to secure the community from the wasteful effects 
of competition by the exclusion of others from territory already 
adequately and efficiently supplied, and to provide, upon com- 
plaint, a compulsory reduction in price, and so to create a status 
favorable to low rates and adequate service. There is nothing in 
this legislative policy which violates or countenances the violation 
of the company’s constitutional right to ‘a fair return upon the 
value of that which it employs for the public convenience.’ ” 
(Italics mine). Re Haverhill Gas Light Co. 28 Ann. Rep. Mass. 
G. & E. L. C. (1912) 41, 57. 

And again in 1913: “The proposition so clearly stated by the 
Federal Supreme Court that a company of this character is en- 
titled to a reasonable return upon the value of the property which 
it is actively and necessarily employing for the public conven- 
ience has been everywhere accepted as just and reasonable. For 
fundamental reasons no statement of equal authority has been 
laid down as to the amount, rate, or percentage which constitutes 
such return, since it must evidently be affected by the time, 
place, and conditions under which the question arises. Neither, 
so far as we are aware, is there any generally accepted and ade- 
quate rule by which the value of the property for this purpose 
must be determined.” Re Attleborough Gas Light Co. 29 Ann. 
Rep. Mass. G. & E. L. C. (1913) 16, 18. 

[8, 9] Whatever the purpose or the intent of the state legisla- 
ture or state regulating bodies may be it seems to me that it is 
clearly limited, restricted, and controlled by the constitutional 
right of the utility to be protected in the use of its property. 
It is the right to the property and not some substituted conception 
which is protected by the Constitution. 

In my opinion the right of the plaintiff to be protected against 
the enforcement of rates giving less than a fair and reasonable 
return upon the present value of its property used in rendering 
the service is not affected by the acts of the Massachusetts legisla- 
ture or regulating Commission, and I so rule. 

[10] Counsel for the defendants also contend that the plain- 
tiff is estopped to claim a rate base on other than the prudent in- 
vestment theory, or to claim reproduction cost less depreciation 
P.U.R.1929B. 
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as a rate base, and they base this contention on the fact that the 
plaintiff has had the benefit of the Massachusetts laws as to pro- 
tection from competition, and as to the issue of its stock at 
prices fixed by the Commission, with such implications as may 
follow. They also contend that certain evidence, material and 
statements furnished by the company to the Commission in con- 
nection with applications for issues of additional stock and the 
fixing of its price amount to representations by the company 
which estop it from now claiming the present value of its prop- 
erty as a rate base. 

I am unable to adopt the view of defendant’s counsel as 
to these matters, which seem to me to be nothing more than com- 
pliance on the part of the plaintiff with the requirements of the 
law as to issue of stock, with the incidental information as to 
existing conditions as to increases and additions to property 
made and contemplated, as to financial conditions, earnings, divi- 
dends, paid and intended in the future, etc., but even if it were 
otherwise, I do not think there would be an estoppel. 

The Supreme Court of the United States has said (Southern 
Towa Electric Co. v. Chariton, 255 U. S. 539, 541, 65 L. ed. 
764, P.U.R.1921D, 275, 277, 41 Sup. Ct. Rep. 400): 

“Two propositions are indisputable: (a) That although the 
governmental agencies having authority to deal with the subject 
may fix and enforce reasonable rates to be paid public utility cor- 
porations for the services by them rendered, that power does not 
include the right to fix rates which are so low as to be confiscatory 
of the property of such corporations; (citing cases;) and (b) that 
where, however, the public service corporations and the govern- 
mental agencies dealing with them have power to contract as to 
rates, and exert that power by fixing by contract rates to govern 
during a particular time, the enforcement of such rates is con- 
trolled by the obligation resulting from the contract, and, there- 
fore, the question of whether such rates are confiscatory becomes 
immaterial.” (Citing cases.) 

In that case, in which the rate was specified in a municipal or- 
dinance, the Court held that: “Assuming, for the sake of the 
argument only, that the public service corporations had the con- 
tractual power” (at p. 278 of P.U.R.1921D) the municipal cor- 
P.U.R.1929B. 
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poration under the laws of that state had no such power, and the 
utility was entitled to the constitutional protection. 

The right to contract as to rates, involving as it does the sus- 
pension of the police power, is not to be assumed. 

“The grant of the regulatory power over rates by the legisla- 
ture to a Commission or municipality must be strictly construed, 
and must not be extended by inference. The suspension of police 
power over rates cannot be accomplished by implication. The 
legislative authority must be plain, and the intention must clear- 
ly and unmistakably appear.” Interborough Rapid Transit Co. 
v. Gilchrist, 26 F. (2d) 912, 918, P.U.R.1928D, 92, 105. 

See also Home Teleph. & Teleg. Co. v. Los Angeles, 211 U. S. 
265, 53 L. ed. 176, 29 Sup. Ct. Rep. 50. 

“The guaranty of due process of the 14th Amendment pro- 
tects the right of a public utility to a fair return. There is but 
one limitation upon the right, namely, that it has not been con- 
tracted away pursuant to clear and unmistakable legislative au- 
thority to suspend the police power over rates. 

“The return guaranteed by the constitution is upon the prop- 
erty devoted to public use. The determination of what rate 
should be prescribed, which will yield a return that is fair and 
reasonable, depends upon the present value of the property used.” 
Interborough Rapid Transit Co. v. Gilchrist, supra, 26 F. (2d) 
at pp. 924, 925, P.U.R.1928D, at pp. 118, 120. 

Whether a public utility can deprive itself (whether by 
contract or by representations) of the right to make such charges 
in the future as may be necessary to enable it to perform the serv- 
ices to the publie which it has undertaken, may be doubtful. 

[11] That a regulating Commission cannot contract as to fu- 
ture rates, unless specifically thereto authorized by the legisla- 
ture, is established by the above citations. I have been referred 
to no statute or authority giving to the Massachusetts regulating 
Commission such contractual power, and I am aware of none. 

[12] It follows that even if the plaintiff had attempted by 
express contract with the Commission to restrict its right to rates 
in the future to those which might be determined by a base other 
than that of the actual value of its property, it would still be en- 
P.U.R.1929B. 
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titled to the protection of the Constitution against the enforce- 
ment of such rates. 

[13] Even if the facts were to be interpreted otherwise than 
I have interpreted them above, I think that which cannot be 
accomplished by attempted contract cannot be accomplished by 
estoppel. 

In this connection it is perhaps proper to refer to Fall River 
Gas Works v. Gas & Electric Light Comrs. 214 Mass. 529, 102 
N. E. 475, where the functions of the Department in the matter 
of the issue of stock are discussed. 

I find and rule that the plaintiff is not estopped to claim the 
present value of its property as the rate base. 


History of Company. 


It is convenient at this point to consider the history of the 
company. In 1888 it had a capital stock of $100,000 par value, 
fully paid. From time to time thereafter this was increased 
until in 1921 it amounted to $2,400,000, consisting of 24,000 
shares with a par value of $100 each, fully paid in. Much of 
the existing capital was issued at a premium above its par value, 
and the amounts so received as premium in the aggregate amount 
to $1,658,232, so that the entire capital represented by the pay- 
ments received by the company for its capital stock amounts to 
$4,058,232. A large part of this stock was issued at prices fixed 
by the Massachusetts Commission charged with the regulation of 
electric light companies. It appeared that the price at which 
new shares should be issued was fixed by the Gas and Electric 
Light Commission at $130 per share in 1898, $140 in 1900, $150 
in 1901, $160 in 1907, at $200 in 1910, 1912, 1913, 1914, 1916. 
In 1919 the Commission authorized the issue of 4,000 additional 
shares at $185 to stockholders, of which 3,608 shares were taken 
by stockholders at that price, and the balance, 392 shares, 
were sold at public auction in Boston for $206 a share; and 
in 1921 the price fixed by the Commissicn for 4,000 shares was 
$155 per share, all of which was taken by stockholders. 

In 1925 the par value was changed to $25 a share and the total 
number of shares increased to 96,000 shares, leaving the total 


capitalization as before. 
P.U.R.1929B, 
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The plaintiff has a central power station in Worcester, with 
several substations, and a distributing system throughout the 
city of Worcester and the town of Leicester, with appropriate 
overhead and underground equipment for distribution. It also 
supplies the street lighting and the traffic signal systems, for 
both of which it has the appropriate equipment. In the year 
1927 it sold 93,692,051 kilowatt hours of electricity. It serves 
approximately 53,000 customers, the number of customers’ 
meters outstanding on July 1, 1927, being 52,699. From 1887 
to 1893 for lighting the company charged a flat rate of $1.50 
a month per lamp to domestic consumers, and in 1894 changed 
the basis to a net maximum rate of 20 cents per kilowatt hour, 
at which figure it remained until 1901, when it was reduced to 
15 cents; the net maximum rate for Worcester was again changed 
March 1, 1906 to 12 cents; April 1, 1913, to 10 cents; April 1, 
1917, 8 cents; May 1, 1919, 74 cents; November 1, 1920, 
9 cents; March 1, 1921, 8 cents; June 1, 1923, 74 cents; Septem- 
ber 1, 1925, 7 cents. On April 1, 1928, since the commencement 
of this suit, the plaintiff voluntarily reduced its net maximum 
rate for light in Worcester from 7 cents per kilowatt hour to 6 
cents per kilowatt hour. The power rates began in 1898 at 10 
cents, and were changed in 1907 to 8 cents, 1910 to 6 cents, 
April 1, 1913 to 8 cents per kilowatt hour for the first 50 hours 
plus 24 cents thereafter. 

The company has regularly paid dividends and has a sub- 
stantial surplus. It has been well managed and its property 
has been well maintained and efficiently operated. 

At the time the order was made there was no other electric 
company in Massachusetts, whose net maximum rate was as low 
as 7 cents, and at the time of the hearing before me (May, 1928), 
with exception of the Cambridge Electric Light Company, whose 
rate was ordered by the Department to be reduced to 54 cents, 
there was no other company whose rate was less than 6 cents, 
and only one other, the Springfield Company, whose rate was 
below 7 cents. 

In 1897 one of the members of the State Regulating Com- 
mission at a hearing before the Commission said of this plain- 
tiff: “that it was the best managed company in the state, credit- 
P.U.R.1929B. 
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able to every man that has had anything to do with its policy 
in management.” 

Again in 1901, one of the Commissioners said “that he did 
not want to be understood as taking the position that the com- 
pany was not entitled to a generous reward for the enterprise 
and public spirit of the corporation ; on the contrary he regarded 
it in its management and in the method in which it has been 
dealing as forward as any he knew.” 

And in an opinion in July, 1927 (P.U.R.1927D, 620, 622) 
the present Commission says of the plaintiff that it “has been 
and is now in the best of financial condition, has a very capable 
management, and is very efficiently operated.” 

I think it cannot be questioned that the plaintiff not only 
has been very successful and profitable to its owners, but that 
it has been unusually well managed and very efficiently operated, 
and has supplied electric energy to the public at prices which 
are as low, or lower, than those of other companies in the state. 

Prior to the taking of any evidence I went to Worcester with 
counsel for the parties and took a view of the various parcels of 
real estate belonging to the company. 


Actual or Historical Cost. 


The plaintiff employed Stone & Webster Incorporated, a well- 
known organization of consulting and construction engineers, 
to prepare a reproduction appraisal which will be referred to 
hereafter. In this connection officers and staff members of Stone 
& Webster spent something over five months in investigating into 
the history of the construction, development, and cost of the 
plaintiff’s property and in preparing detailed estimates of the 
cost to reproduce the same. They made an exhaustive and com- 
plete inventory of all the property in the service of the plaintiff 
at the time of the order complained of in this proceeding. Hav- 
ing this inventory they made an elaborate and exhaustive in- 
vestigation of the records of the plaintiff and of such sources 
of information as were available to ascertain the time of acqui- 
sition, or construction, and the cost of such of the present prop- 
erty as could be traced. To a certain extent it was not possible 
to ascertain and to allocate from the records the cost of labor 
P.U.R.1929B. 
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that must have gone into construction, and the same was true 
as to a small amount of material, and to cover these items an 
estimate was made as to the cost at the time of acquisition, in- 
stallation, or construction. In this manner they built up an 
actual historical cost statement. The material used in this con- 
nection, some 3,000 sheets of entries taken from original 
vouchers, the details of the estimates and building up of costs, 
and all the records of the company were submitted to the exam- 
ination of the defendants and their witnesses. 

A summary of the result of this investigation was embodied 
in a tabulation to show the historical, or actual cost to the plain- 
tiff of all its present electrical property in Worcester, land, ma- 
terial and labor, and in which these items were grouped into 
three different periods. This shows original cost to the com- 
pany as follows: 





Land: 
I i a a at a ats land ie eae a eared $97,802 
ct eh ehe ke Kb nha eene dh nd Cee e ee eam ebe 136,739 
even KNa EKER ER RER MEDI ROE EW 22,292 $256,833 
Material and Labor: 
Pe <cotege ceedckee end ake heukeasecae hanes $3,130,967 
EY ob ele ekg aby Lana ne ae ie ies 2,679,078 
PE “cn Siduck seutebeereus eeasbenesesnees 3,223,017 9,033,062 
I Sica wk Wb iaracaa diate ca lenin Riad ea ears ee aadcna ae $9,289,895 


These figures do not include any overheads, and the figures 
for material and labor purport to represent only actual ex- 
penditures for material and labor. 

They also made a supplementary determination of the approxi- 
mate original cost of existing land and material and labor, based 
on data contained in the annual reports of the company to the 
Department of Public Utilities, extending back to the year 1888 
which showed as follows. This included not only the electrical 
property in Worcester, but also that in Leicester and the Chase 
Court heating plant in Worcester: 


Original Cost. 


WBS 1GTB cccccccccccccccccocccccnccccccececcccceeccesesees $4,089,385 
MEE Sas Fhe cacccensdendseecrvecesstsrdvadbeonunseesaed 2,872,000 
PEE cheek bed pa rbercdeesu ret seersecadecsesdaeiaceseened 2,836,658 
Se BO CIID ao oo cece cccteeccsiccsusignescie 200,000 

i MEM oi. inctensaeecdesetadeseuuns4eneeeiila $9,998,043 


P.U.R.1929B. 
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In the annual return to the Department for the year ending 
December 31, 1927, the company reported the total cost of all its 
electrical property as $7,002,593.21, of which $240,585.65 was 
land. These figures are book values, but, there can be no ques- 
tion that the property accounts as carried on the books do not 
reflect the cost of the existing property, and are approximately 
$3,000,000 too small. This is due to the fact that the bookkeep- 
ing methods with regard to depreciation were changed in 1921 
without a correspondent adjustment of the property accounts, as 
is more fully explained hereinafter in connection with the sub- 
ject of depreciation. 

In annual certificates of condition filed with the Commissioner 
of Corporations the company in stating its assets and liabilities 
reports as of December 31, 1926: 


Tame aed WAGE POWEE .....6 cc ccccccccscrccscccscesoseces $257,392.61 
PES ORT E ST OL Te SOOT CET TT eer Te Trey Tr re 862,428.40 
Other plant investment «wn... scree cecscccccccsccccecone 5,513,907.80 


$6,633,728.81 
and as of December 31, 1927: 


COCO A ET eT $1,127,759.03 
MEMOMIMOTY occ ccc cececcccecccccesoccesvecceecescosoeee 5,900,509.68 


$7,028,268.71 


The figures given in these certificates are obviously book values. 
So far as they may be regarded as statements or admissions by 
the plaintiff, they are fully explained by the unquestioned evi- 
dence as to methods of bookkeeping referred to, and I under- 
stand that the defendants do not question the fact that these 
book values fail, by several million dollars, to show the actual 
cost of the present property. In fact the defendants put in evi- 
dence a compilation of costs made by the plaintiff which shows 
the costs of property other than land, as of December 31, 1926, 
as $9,163,169. 


Present Value—Land. 


The plaintiff owns sundry pieces of real estate used in con- 
nection with its service. Evidence as to the value of the land 
in Worcester was received from three witnesses. Mr. Maurice 


F. Reidy of Worcester testified on behalf of the plaintiff. He 
P.U.R.1929B. 
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has been in the real estate business in Worcester for many years, 
and has held or holds important positions in connection with 
real estate boards. Mr. Philip H. Duprey and Mr. John A. 
Swan testified on behalf of defendants. Mr. Duprey has also 
been in the real estate business in Worcester for many years, and 
Mr. Swan is an assessor for the city of Worcester and has been 
so since January, 1921. 

The evidence of these witnesses related to twenty-one different 
parcels of land in Worcester. The values testified to by the 
plaintiff's witness aggregate $605,946. The highest values 
shown by the defendants’ witnesses aggregate $424,755, which 
is $181,191 less than the plaintiff’s value. Of this difference 
$145,757 arises in connection with four of the parcels, viz. : 

The lot (No. 1) on Webster street, on which the power plant 
is situated, is valued by the plaintiff’s witness at $56,156 which 
is $26,156 higher than the defendants’ value. In reaching this 
value the witness appears to have taken into consideration ele- 
ments which are properly allowed for and included in connection 
with the reproduction appraisal of structures. Plaintiff’s wit- 
ness values Curtis Pond and a large tract of land between the 
pond and the railroad (Lots 10 and 11) at $163,092, which is 
$85,059 higher than the defendants’ value. Curtis Pond is a 
large tract of about sixty-six acres with a stream running through 
it. This stream has been dammed and the land flooded so as to 
form a large shallow body of water which is used by the plain- 
tiff for condensation purposes. While the use of this water is 
undoubtedly of great value to the plaintiff, and could be supplied 
otherwise only at very great expense, this witness did not pretend 
to include that as an element of value in his testimony as to the 
value of this tract as land, and I do not see how he properly 
could have done so. The tract of land between the pond and 
the railroad has been graded and improved by the company and 
is used for purposes of coal storage. There is no right of access 
to it except from the railroad, or over the Curtis Pond tract. 
The plaintiff’s witness valued these two tracts as land available 
for development purposes, by draining the pond and developing 
streets, etc., but his estimate of value for such purposes was 


without any definite estimate as to the details or cost of such 
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development and seems to me to be too problematical and specu- 
lative to be relied on for the purposes of this appraisal. The 
land on Foster street, on which is the plaintiff’s office building 
(Lot No. 12) was valued by plaintiff’s witness at $204,542, 
which is $34,542 higher than the defendants’ value. In reach- 
ing this value he had estimated the rental that could be obtained 
by erecting on this tract a large building, the cost of the build- 
ing and what could properly be allowed as the cost of the land, 
and he had assumed that certain rights of way could be elimi- 
nated and that this lot could be used in connection with adjacent 
land on the main street. It subsequently appeared that the situa- 
tion as to these rights of way was not as he had assumed. 

On the other hand in the case of Lots Nos. 7, 8, 9, and 18 the 
defendant’s value is substantially below the actual prices paid 
by the company some ten years ago, and I find nothing in the 
evidence to indicate that the value has decreased. 

In addition to the foregoing land in Worcester there was also 
a parcel of land in Leicester<in connection with the electric prop- 
erty in that town, as to which the only evidence gives a present 
value of $600. 

The defendants also introduced evidence that in April, 1926 
the plaintiff had filed with the assessors a sworn return for tax 
purposes in which the “full and fair cash value” of the lands 
in question purported to be given, aggregating $256,832.61, and 
that a similar return was filed in April, 1927, in which the 
words full and fair “book” value were used instead of cash 
value, and the aggregate figures were $257,297.43. Assuming 
that this evidence is admissible and material as being in the 
nature of an admission by the plaintiff, and assuming that the 
values for tax purposes and the values for rate purposes are the 
same, I do not think that the values given in these returns are 
conclusive evidence as to the fair value on June 15, 1927. Even 
if taken literally the return which gave the full and fair cash 
value was made over a year before the time in question, and the 
return for 1927 expressly purported to give only “book” value. 
The defendants also put in evidence certificates of condition filed 
by the company with the Commissioner of Corporations and 
showing the assets and liabilities of the company as of De- 
P.U.R.1929B. 
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cember 31, 1925, December 31, 1926, and December 31, 1927, 
in which “Land and Water Power $257,392.61” was stated as 
an asset as of December 31, 1925, and December 31, 1926, 
and “Real Estate $1,127,759.03” was stated as an asset as of 
December 31, 1927. These values are obviously book values. 
Moreover, two witnesses produced by the defendants (one of 
them being the witness through whom the values in the tax 
returns was introduced, and who thereafter testified as the de- 
fendants’ witness as to values) testified to values far in excess 
of the amounts given in these returns. In view of the other 
evidence given in detail by three witnesses, two of whom were 
testifying on behalf of the defendants, the evidence of these re- 
turns appears to me of little value. The defendants certainly 
cannot complain of any values adopted in so far as they are 
supported by evidence which they themselves have offered. 

As to all the land I have adopted values supported by evi- 
dence of the defendants, except in the case of Lots Nos. 7, 8, 9, 
15, and 18, and the land in Leicester, where I have adopted the 
plaintiff’s values, thus reaching a total value of land $435,696. 


Present Value—Physical Property Other than Land. 


As stated above a very substantial portion of the company’s 
property was constructed prior to the time of the Great War, 
since which time there has been a very considerable rise in the 
prices for materials and labor. 

The uncontradicted evidence shows that the price level for 
materials and labor such as concern an electric lighting plant 
has been quite uniform for the past five years, before January 
1, 1928, and that there are no reasons evident to forecast any 
substantial changes in present price levels for the next few 
years. 

From statistical information and records of the trend of prices 
of the different classes of materials and labor relating to electric 
light companies, and from the study of typical electric light 
plants, a chart has been made showing a composite figure of the 
trend of such prices over a period of years, and that chart was 
put in evidence by the plaintiff and has not been contradicted, 
P.U.R.1929B. 
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as being a general indication of the trend of the composite price 
for such properties. 

A very large part of the time consumed in the hearings was 
taken up by evidence in connection with establishing the repro- 
duction cost of the plaintiff’s property as of 1927, as evidence 
of present value, and it appeared not to be questioned that where 
market value is not ascertainable, the best measure that can be 
got of present value is to determine what is the reproduction 
cost new, and from that to deduct as depreciation a proper 
amount to represent the difference due to the fact that the prop- 
erty is not new. 

In this connection it is to be remembered that 

“Reproduction value, however, is not a matter of outlay, but 
of estimate, and should include a reasonable allowance for 
organization and other overhead charges that necessarily would 
be incurred in reproducing the utility. In estimating what 
would reasonably be required for such purposes, proof of actual 
expenditures originally made, while it would be helpful, is not 
indispensable.” Ohio Utilities Co. v. Public Utilities Com- 
mission, 267 U. S. 359, 362, 69 L. ed. 656, P.U.R.1925C, 599, 
601, 45 Sup. Ct. Rep. 259. 

The plaintiff put in evidence a reproduction estimate or ap- 
praisal of its property employed to furnish the service. This 
appraisal was prepared by the Stone & Webster organization 
and was supported by the detailed evidence of Mr. William V. 
Burnell, an engineer, who has been in the employ of Stone & 
Webster for over twenty years, with large experience in con- 
struction work, and who is manager of their appraisal depart- 
ment. 

This appraisal consisted of 488 typewritten pages, and con- 
tained an extended inventory of all the physical property of the 
company in great detail, with detailed appraisal of the cost of 
reproduction new, determined as of July 1, 1927. 

The values given for land were supplied by Mr. Reidy, the 
real estate expert above referred to, and represent his opinion 
of the market value as of July 1, 1927. 


Aside from land, the appraisal covers property as follows: 
P.U.R.1929B. 
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Electric Property in Worcester. 

Steam power station equipped with five units having a total 
generating capacity of 71,225 kilovolt amperes; 210 miles (ap- 
proximately) of underground conduit and laterals; 3,255 man- 
holes and tile holes; 1,000 miles (approximately) of under- 
ground conductor; 350 miles (approximately) of overhead dis- 
tribution system; 1,000 miles (approximately) of overhead wire 
and cable; 7 substations with a combined capacity of 28,633 
kilovolt amperes; 10 consumers’ substations with a combined 
capacity of 8,964 kilovolt amperes; 2,370 line transformers hav- 
ing a combined capacity of approximately 39,000 kilovolt am- 
peres; 52,708 customers’ meters in service; 22,498 customers’ 
overhead services; 1,251 customers’ underground services; 6,005 
street lights in service; 1 traffic signal system; 1 group of build- 
ings serving as distribution headquarters as well as for sub- 
station purposes; 1 general office building. 


Electric Property in Leicester. 
Thirty miles (approximately) of overhead distribution system ; 
135 miles (approximately) of overhead wire and cable; 121 


line transformers having a total capacity of 1,218 kilovolt am- 
peres; 953 customers’ meters in service; 724 customers’ over- 
head services; 347 street lights in service. 

It also included the Chase Court steam heating plant, which 
by agreement of counsel, is to be regarded as eliminated for the 
purposes of this proceeding. 

This appraisal is based on the assumption that the physical 
property would be reproduced in its entirety by a contractor 
operating under the general direction of the plaintiff’s organi- 
zation. 

It includes under the description “General Construction 
Costs” the estimates by Stone & Webster of the expenditures 
which the plaintiff would be called upon to make, during the 
construction period, over and above the amounts disbursed 
through the medium of the contractor organization. 

The appraisal also includes estimates of the following ad- 


ditional items: 
P.U.R.1929B. 
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Organization: this provides for the expense incurred between 
the inception of the project and the beginning of actual con- 
struction. Under this head were included the cost of such items 
as the salaries and expenses of the promoters’ organization, both 
administrative and technical, during the preconstruction period, 
and the cost of legally organizing the company. 

Cost of Financing: this covers the cost of raising the per- 
manent funds necessary to the creation of the physical prop- 
erty, and is intended to represent the difference between the 
amount paid by the public for the company’s securities and the 
amount received by the company after paying the expenses of 
selling. 

Working Capital: this allows for an average amount of ma- 
terials and supplies carried on hand and for cash to cover operat- 
ing expenses until paid for, with a reasonable surplus for the 
maintenance of bank credit, and for emergency. 

Going Value: this represents the estimate of the additional 
element of value which the plaintiff's property has by reason of 
its being a going and tried out and adjusted property, with an 
efficiently co-ordinated and experienced organization and with 
its customers attached and its relation with them established, 
over the value of the bare physical property ready to operate, 
but without the adjustments, experience, and co-ordination due 
to continued operation, and without the customers which this 
company now has. 

Exhibits showing in detail the unit costs for labor and material 
used in this appraisal, and the details as to how those unit costs 
were arrived at were put in evidence. These exhibits covered 
many pages and showed with great exactness the methods and 
figures used. In addition to these there were produced and sub 
mitted to the examination and scrutiny of the defendants’ coun- 
sel and expert witnesses the field notes and working papers used 
by Stone & Webster in this connection, which included some 
twenty-eight large bound volumes of material and some 3,000 
sheets of extracts from the company’s vouchers on record, and 
embodied the work of the Stone & Webster staff in this connec- 


tion over a period of some five months. 
P.U.R.1929B. 
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In this connection I may say that the defendants and their 
counsel and expert witnesses were given free access to the plain- 
tiffs property and to its records, and had full opportunity to 
confer with the plaintiff’s officers, and were supplied with such 
information as they requested of the plaintiff. 

It appeared in evidence that the Stone & Webster organiza- 
tion has been in the engineering and construction business in 
connection with public utilities for thirty-nine years, the orig- 
inal business being construction engineering, including designing 
and reporting, and that about ten years after they commenced 
business they developed also construction service; that down to 
1927 their construction work done for outside clients amounted 
to approximately $700,000,000; that they maintain a depart- 
ment for the purchasing of material and equipment in connec- 
tion with construction, and that in the last ten years their pur- 
chases for construction work and for companies under their 
management averaged about $20,000,000 a year; that among 
the companies managed by them a considerable portion are gas 
and electric companies; that aside from appraisals they have 
made about 600 reports on all kinds of engineering work, of 
which about 400 have been made in the last ten years; that in 
the last ten years they have made about 300 appraisals, of which 
between 100 and 150 were of electric light companies; that they 
have done all kinds of construction work for electric light com- 
panies, underground work, overhead work, power stations, dis- 
tributing systems, substations and everything that goes with 
electric light companies; that about 80 per cent of their total 
construction work has been in connection with electric light and 
power construction and engineering. 

The defendants did not offer any independent appraisal of 
cost to reproduce new, but they accepted the inventory as con- 
tained in the Stone & Webster appraisal and introduced the 
evidence of three engineers, Mr. Ellsworth Miner, of Litchfield, 
Connecticut, Mr. Otto M. Rau, of Philadelphia, and Mr. Roy 
Husselman, of Cleveland, as to modification of values shown in 
the Stone & Webster appraisal of the electric property in Wor- 


cester based on their criticisms of the figures for values used 
P.U.R.1929B. 
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by Stone & Webster. Mr. Miner, Mr. Rau, and Mr. Husselman 
were employed in connection with this case after this proceed- 
ing was brought. They did not testify before the Commission, 
and so far as appears have not been employed by nor advised 
with the Commission except as witnesses in the hearings before 
me. Prior to this case they have not had to do with matters con- 
cerning utilities in Massachusetts. These three witnesses did 
not each cover the entire ground of the Stone & Webster ap- 
praisal, but each took a part of that ground, with some over- 
lapping. As a result of the testimony of these witnesses, the 
defendants compiled and put in evidence an estimate of the 
reproduction cost new. This compilation follows the division 
of subjects as given in the Stone & Webster appraisal, and repre- 
sents the defendants’ estimate of the cost to reproduce new. As 
the defendants have used the same arrangement of subjects as 
the plaintiff, their reproduction estimate is easily comparable 
with the plaintiff’s figures; the summary of each, and of the 


deduction to be made for accrued depreciation, is as follows: 
P.U.R.1929B. 3 
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Plaintiff's. 


Cost to Accrued Present 
Electric Property in Worcester Reproduce Depreciation Value 


Land (market value) $606,000 
Construction and Equipment. 

(a) Material and labor: 
Structures 1,442,695 $201,825 1,240,870 
Boiler plant equipment 1,345,492 268,000 1,077,492 
Turbo-generator units 1,182,781 100,000 1,082,781 
Electric plant—steam 350,321 17,500 332,821 
Miscellaneous power plant equipment— 

steam 66,577 10,000 56,577 
Substation equipment 678,939 90,000 588,939 
Poles, fixtures and overhead conductors 796,367 50,000 746,367 
Underground conduits 2,494,318 75,000 2,419,318 
Underground conductors 1,705,872 50,000 1,655,872 
Consumers’ meters 482,434 48,200 434,234 
Consumers’ meter installation 63,648 6,400 57,248 
Line transformers 356,658 35,700 320,958 
Transformer installation 71,608 7,200 64,408 
Street lighting equipment 477,362 47,700 429,662 
Office equipment 76,861 11,500 65,361 
Shop equipment 8,681 900 7,781 
Stores equipment 5,850 900 4,950 
Transportation equipment 74,885 22,500 52,385 
Laboratory equipment 27,717 2,800 24,917 
Miscellaneous equipment 23,786 4,700 19,086 


Total material and labor $11,732,852 $1,050,825 $10,682,027 
The depreciation on these items amounts to 8.95+% 





(b) General construction costs: 
Engineering and superintendence .... $595,000 $53,000 $542,000 
Law expenditures during construction 25,000 25,000 
Interest during construction 1,018,000 1,018,000 
Taxes during construction 45,000 45,000 
Miscellaneous expenditures during con- 

struction 125,000 125,000 





Total general construction costs $1,808,000 $1,755,000 
Correction (Rec. p. 3849) » 19,000 19,000 





Total corrected general construc- 
tion costs $1,789,000 $53,000 $1,736,000 


The depreciation on these items amounts to 2.9+% 


Total material and labor and general 

construction costs $13,521,852 $1,103,825 $12,418,027 
Organization 125,000 125,000 
Working capital 750,000 750,000 
Cost of financing 753,000 753,000 
Going value 1,590,000 1,590,006 





Grand total all property (includ- 
ing land) ...... KGa eeeens eee $17,345,852 $1,103,825 $16,242,027 


P.U.R.1929B. 
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Defendants’. 


Cost to Accrued Present 
Reproduce Depreciation Value 
$338,933 $338,933 
Construction and equipment. 
(a) Material and labor: 
Structures a 1,442,695 $461,564 981,131 
Boiler plant equipment 1,287,084 531,206 755,878 
Turbo-generator units 1,077,011 466,609 610,402 
Electric plant—steam 337,825 78,319 259,506 
Miscellaneous power plant equipment 
—steam 60,245 9,200 51,045 
Substation equipment 630,204 138,020 492,184 
Poles, fixtures and overhead conductors 725,483 268,753 456,730 
Underground conduits 1,788,982 113,872 1,675,110 
Underground conductors 1,242,285 130,793 1,111,492 
Consumers’ meters 433,226 20,836 412,390 
Consumers’ meter installation 46,259 9,161 37,098 
Line transformers 324,290 32,438 291,852 
Transformer installation 53,361 5,568 47,793 
Street lighting equipment 450,923 126,694 324,229 
Office equipment 7 15,372 61,489 
Shop equipment 4,717 3,964 
Stores equipment 5,85 1,170 4,680 
Transportation equipment 18,127 56,758 
Laboratory equipment 7,7 1,771 25,946 
Miscellaneous equipment 786 8,494 15,292 





Total meterial and labor $10,117,653 $2,442,684 $7,674,969 
The defendants’ depreciation on these items is 24.1+% 

(b) General construction costs: 
Engineering and superintendence .... $558,302 $136,784 $421,518 
Law expenditures during construction 25,012 6,128 18,884 
Interest during construction 438,079 107,329 330,750 
Taxes during construction 46,670 11,434 35,236 
Miscellaneous expenditures during con- 

struction 40,163 9,840 30,323 





Total general construction costs $1,108,226 $271,515 , $836,711 
The defendants’ depreciation on these items is 24.5% 


Total material and labor and general 

construction costs $11,225,879 $2,714,199 $8,511,680 
Organization 392,860 392,860 
Working capital 550,000 550,000 
Franchise cost 105,332 105,332 





Grand total all property (includ- 
ing land) $12,613,004 $2,714,199 $9,898,805 


The plaintiff's appraisal also included, in addition to the 
above items of cost to reproduce new the electric property in 


Worcester, corresponding items for the cost to reproduce new 
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the electric property in Leicester, which (exclusive of land) are 
summarized as follows: 


Cost to Accrued Present 

Electric Property in Leicester Reproduce Depreciation Value 
Construction and Equipment: 

(a) Material and labor $108,836 $7,800 $101,036 

(b) General construction costs 11,300 400 10,900 





Total construction and equipment .... $120,136 $8,200 $111,936 
Organization ese 1,100 
Working capital 2 eoee 12,000 
Cost of financing ' see 6,700 
Going value er 14,000 


Total (exclusive of land) $153,936 $8,200 $145,736 





The defendants’ witnesses did not deal specifically with the 
Leicester property. 

Taking the property in Worcester, the figures given for repro- 
duction new of the items covered by the heading Total materials 
and Labor and general Construction costs are: 


Plaintiff $13,521,8: 


52 
Defendants 11,225,879 


The difference being $2,295,973 


Of this difference the difference in material and labor is 
$1,615,199 and the difference in general construction costs is 
$680,774. 

It will be helpful to make some analysis of these differences. 


Material and Labor Accounts. 


Taking first material and labor, the total difference is $1,615,- 
199. An examination of the details of the items making up 
material and labor, and of the evidence regarding them, shows 
the following: 

The Stone & Webster appraisal is made on the theory that a 
general contractor is employed to reproduce the physical prop- 
erty in its entirety, and compensation for the general contractor, 
on the basis of 6 per cent on cost, is distributed in the items of 
miscellaneous structural costs in making up their unit prices, 
and, therefore, is reflected and included in the plaintiff's figures. 

The defendants, on the other hand, in their figures on these 
items include nothing by way of compensation for the contractor. 


The tiscellaneous structural costs which are allowed for by the 
P.U.R.1929B. 
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defendants’ figures also differ in some other respects from those 
used by Stone & Webster. 

The result is that the above figures reflect a difference in mis- 
cellaneous structural costs amounting to approximately $703,000 
of which the greater portion is the elimination of the contractor’s 
compensation. 

In every underground conduit in the city streets the company 
is required to construct and maintain one duct for the use of 
the city and the company’s conduits as constructed and existing 
include such city duct. The Stone & Webster figures provide 
for the reproduction of the conduits as they exist, including this 
city duct; but the defendants’ figures provide for the reproduc- 
tion of conduits without a duct for the city. This elimination 
of the city duct from the defendants’ figures for underground 
conduits occasions a difference of $123,432 in the items “Under- 
ground conduits.” 

There is a further difference in their figures, as to under- 
ground conduits, due to a difference of method in the matter of 
paving. The plaintiff’s figures include the cost at present prices 
of replacing pavements which had to be disturbed at the time 
of the installation of the conduits, while the defendants allow 
for this only the original cost. This difference in treatment as 
to pavement amounts to $452,238. 

In the figures for underground conductors there is a difference 
of $316,010, which is due in part to a difference in method of 
estimating reproduction, and in part to a difference in unit prices. 

It appears, therefore, that 


The total difference between the two estimates for materials and 

labor is $1,615,199 
made up of 

Difference in miscellancous structural costs ......... $703,000 

Omission of reproduction of city duct 123,432 

Difference in treatment of paving 452,238 

Difference in cost of cables installed 316,010 1,594,680 





This leaves to be explained 
which is probably due to differences in rates for labor. 


It is clear that a substantial part of the difference between the 
plaintiff’s and the defendants’ figures of the cost to reproduce 
is due to a difference of theory regarding a contractor and mis- 


cellaneous structural costs. 
P.U.R.1929B. 
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General Contractor. The plaintiff assumes that the entire re- 
production of the physical property, other than land, will be 
done by a general contractor on a “cost plus” basis. Everything 
in the way of material and labor would be supplied by the con- 
tractor, who would do all the purchasing, make and be respon- 
sible for any subcontracts. For its fee the contractor would 
render the service of design, construction, and purchasing, for 
those purposes bringing to the undertaking the services of its 
organization that it has to cover design, construction, and pur- 
chasing; it would cover the cost of engineering aside from the 
direct pay roll of engineers; it is a fee covering the gross profit 
for the complete service of engineering, construction, and pur- 
chasing, but the salaries of engineers and draftsmen, and every- 
body engaged on the work, clerks, materialmen, timekeepers, 
would be charged into cost of the work, and form a part of the 
base on which the percentage fee is computed. Six per cent 
of cost was adopted in the Stone & Webster appraisal for the 
contractor’s compensation, and this was figured on the cost of 
direct labor and materials used in the reproduction, not includ- 
ing land, and not including consumers’ meters in stock, line 
transformers in stock, and general equipment. 

The defendants on the other hand assumed that parts of the 
work would be done bv the company itself, and that the com- 
pany would be in existence with sufficient organization and staff 
to undertake, supervise, and carry out certain portions of the 
work. The defendants assumed that where in its historical 
natural growth and development the company had purchased 
machinery, or equipment, to be installed by the seller under a 
guarantee, the same method should be the basis of a reproduc- 
tion estimate. A very large part of the deductions which the 
defendants make from the Stone & Webster appraisal are due 
entirely to this difference in theory. 

The defendants’ witnesses were not altogether consistent on 
this subject of a general contractor. Mr. Rau, who testified for 
the defendants in detail as to the overhead and underground dis- 
tribution systems, said explicitly that, in addition to the prices 
or figures to which he has testified he assumed that, in some form 


or other, and in some amount or other, there will be compensation 
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for the general contractor “based on a percentage on the whole 
job ;” that his figures are meant to cover exactly the same method 
that Mr. Burnell used, but he did not include in his figures the 
compensation for the general contractor; that the general con- 
tractor’s fees would be added in figures to be given by another 
witness; that he started with the theory that there is a general 
contract between the company and Stone & Webster, or some 
other similar general contractor, under which that contractor 
gets compensation, which is some percentage on the total of the 
contract; and that if there are any subcontractors they are em- 
ployed by the general contractor; that there is no relation of 
privity between the company and the subcontractor; that the 
owning company knows only the general contractor, and leaves 
it to the general contractor to do the whole of the work, but the 
general contractor has the right to employ a subcontractor. 

Counsel for the defendants said specifically that neither Mr. 
Miner’s figures nor Mr. Rau’s figures included any item of the 
general contractor’s fee for engineering and supervision, that 
those would be treated separately above the miscellaneous struc- 
tural costs. 

It thus appears that in defendants’ figures as to reproduction 
costs, material and labor, there is no element of compensation for 
the general contractor. 

Mr. Husselman, who testified for the defendants as to the 
general construction costs and as to the other items, “Organiza- 
tion,” “Working Capital,” “Cost of Financing,” “Going Value,” 
said that in the total of the defendants’ figures, the only amounts 
which could go to make up the fee of the general contractor, if 
there were one, were items which he picked out of the accounts 
as follows: 


From the figures testified to by Miner and Rau he picked out items 

which he called “local supervision” aggregating $104,027 
From the figures for structures (which was the same as the plain- 

tiff’s figure) the contractor’s 6% 81,654 
From the item “Engineering and construction superintendence” 

(in general construction costs) 79,337 
From “Organization” 88,555 


$353,573 
which he said was the equivalent of 3.65 per cent on the cost 


of the work. Inasmuch as it was clearly stated that the figures 
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given by Messrs. Miner and Rau contained nothing which would 
contribute to a general contractor’s fee, Mr. Husselman is clearly 
wrong in including the item of $104,027 from their figures as 
part of his contractor’s compensation. That leaves only $249,- 
546 at the outside for contractor’s cost. 

[14] It seems clear that the ascertainment of cost to reproduce 
new assumes the existence of an organization and staff sufficient- 
ly trained, experienced, and co-ordinated to carry through the 
work. This was recognized by witnesses for both sides. Unless 
a general contractor is to be employed it would seem to be neces- 
sary for the reproducing company to provide itself with an 
organization and equipment, analogous to that of a general con- 
tractor, in order to effect the reproduction. We are not here 
dealing with a reproduction which would be made in the gradual 
and piecemeal way, it has developed in fact over a long period of 
years. What is contemplated is a reproduction of the property 
as an entirety, in the shortest reasonable time, which is estimated 
by both sides at two years; the planning and execution in detail 
of such a reproduction must involve an organization of very 
different character and extent from that required merely by an 
operating company. The assembling, training, and co-ordinating 
of such an organization with its necessary equipment, both 
technical and physical, must take considerable time, and involve 
a considerable expense, all of which would have to be included 
as a part of the reproduction expense, and the figures used by 
the defendants in my opinion make no adequate allowance there- 
for. Mr. Burnell testified that wholesale construction is in the 
end cheaper than piecemeal construction. Mr. Husselman said 
that he would not say it would be an abnormal or unusual thing 
to employ a general contractor to do the whole thing when there 
is a new set-up of an electric light plant, as a going concern, 
producing and ready to deliver, although he doubted whether 
there were any cases in which a property has been built and 
set up, including meters and services, and items of that kind by 
a general contractor. 

The use of a general contractor for the entire work was the 


method adopted by the Special Master, whose report was con- 
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firmed in Brooklyn Borough Gas Co. v. Prendergast, 16 F. (2d) 
615, 628, P.U.R.1927A, 200. 

The use of a general contractor in this way in an estimate of 
cost to reproduce new seems to me to be justified by the evidence 
in this case and to be reasonable and proper, and I, therefore, 
adopt it. 

[15] The evidence shows that the rate of percentage may vary 
according as to whether the contractor is to do the entire work, 
or is only to do parts, and that the elimination from the con- 
tract of parts of the work would tend to require a larger per- 
centage for the remainder; also that the figure of 6 per cent for 
the contractor adopted by the Stone & Webster appraisal was 
based on the fact that the entire reproduction was to be included 
in the contract. 

I do not understand that the rate of percentage for the con- 
tractor’s fee is seriously questioned, but if it is, I think the evi- 
dence justifies the rate taken by the plaintiff. 

Labor Rates. The Stone & Webster appraisal was based on a 
unit price for labor which was taken as the prevailing price in 
Worcester for work of that kind, and was greater than the com- 
pany’s pay roll price for its steady employees. 

[16] The defendants contended that the basic prices for labor 
should be no greater than those shown on the company’s pay roll, 
and their witnesses made deductions from the Stone & Webster 
appraisal accordingly. 

It appeared that the number of men required for the repro- 
duction would reach a number greater than the number regularly 
employed by the company and would aggregate some 1,700 men; 
and that in addition to steady employment and possibilities for 
promotion and increase in pay enjoyed by its regular employees, 
the company gave them, including common laborers, vacations 
with pay, paid time and one half for overtime, paid half their 
life insurance and half their health insurance, paid them when 
sick, maintained a recreation room for them, and gave them a 
picnic and outing each year. 

The defendants’ contention that the basic labor prices in the 
unit prices should not exceed corresponding prices shown on the 


plaintiff's pay roll, seems to me not to be sustained. The differ- 
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ences between the conditions under which this reproduction is to 
be estimated, and the conditions in connection with steady em- 
ployment by the company, as well as the difference in the amount 
of labor required satisfy me that the rates of pay shown by the 
defendants’ pay roll should not be adopted. Aside from this con- 
tention of the defendants I do not understand that the rates for 
labor taken in the Stone & Webster appraisal are criticized; at 
all events there was no evidence that the rates in Worcester for 
work of this character were other than as given in plaintiff’s 
evidence. 

In Brooklyn Borough Gas Co. v. Prendergast, 16 F. (2d) 
615, 630, P.U.R.1927A, 200, the contention here made by the 
defendant was overruled. I adopt the plaintiff’s rates for labor. 

[17] The City Duct. The duct provided for the city, by the 
terms of the city’s permission to use the streets, is required to be 
furnished by the company, and it forms an integral part of the 
underground conduits of the plaintiff in the city streets. With- 
out such a duct the conduits could not have been constructed in 
the first place, and any reproduction would have to include a 
similar duct. The underground conduits admittedly are a part 
of the property used by the plaintiff to furnish service to its 
consumers, but those conduits could not be in the streets without 
the duct for the city as a continuing part. In order to eliminate 
this duct the defendants have estimated the cost of reproducing 
conduits different from those actually in existence and used by 
the plaintiff. I can see no proper ground for so doing. 

[18] Paving. That the plaintiff incurred considerable ex- 
pense in connection with the construction of its conduits be- 
cause of the necessity of cutting and then of replacing paving 
that was in the city streets at the time of construction is not 
questioned. That since the construction of the conduits there 
have been many changes in the extent and nature of the pave- 
ment in the streets in which they are constructed is not ques- 
tioned. These changes consist, partly, in the paving of streets 
which were not then paved, and partly in the replacement of 
pavement which then existed by pavement of a more expensive 
kind. 

It is clear that an actual reproduction of the conduits would 
P.U.R.1929B. 
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require the removal and replacement of the pavement as it now 
exists, and it follows that for that reason the existing conduits 
have an element of value in addition to the present cost of ma- 
terials and labor aside from the paving. The difficulty is 
whether this element of value should be included in an appraisal 
of this character for rate purposes, and if so, as to how it shall 
be measured. It seems clear that this element of value, such as 
it is, is equally applicable to all of the conduits over which there 
is now paving, without regard to whether or not there was pav- 
ing disturbed when the conduit was constructed. On the theory 
that the causes of appreciation are unimportant, if the fact 
of appreciation exists, the costs of reproducing the pavements as 
they existed at the time the estimate of cost reproduction was 
made was allowed in Consolidated Gas Co. v. New York, in 
1907, 157 Fed. 849. This case was reversed by the Supreme 
Court on other grounds (212 U. S. 19, 53 L. ed. 382, 29 Sup. 
Ct. Rep. 192). 

In 1914 the question arose as to including the cost of paving 
over gas mains, where the streets were unpaved at the time the 
mains had been laid, and the pavements subsequently had been 
laid over the mains. It was contended that $140,000 should be 
included in the reproduction value because of the necessity of 
taking up and replacing this pavement in case of reproduction. 
This was disallowed and the disallowance was approved by the 
Supreme Court. Des Moines Gas Co. v. Des Moines, 238 U. S. 
153, 171, 59 L. ed. 1244, P.U.R.1915D, 577, 589, 35 Sup. Ct. 
Rep. 811. 

In that case the Court said: “As to the item of $140,000, 
which, it is contended, should be added to the valuation, be- 
cause of the fact that the Master valued the property on the basis 
of the cost of reproduction new, less depreciation, and it would 
be necessary in such reproduction to take up and replace pave- 
ments on streets which were unpaved when the gas mains were 
laid, in order to replace the mains, we are of the opinion that 
the court below correctly disposed of this question. These pave- 
ments were already in place. It may be conceded that they 
would require removal at the time when it became necessary 
to reproduce the plant in this respect. The Master reached 
P.U.R.1929B. 
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the conclusion that the life of the mains would not be enhanced 
by the necessity of removing the pavements, and that the com- 
pany had no right of property in the pavements thus dealt 
with, and that there was neither justice nor equity in requir- 
ing the people who had been at the expense of paving the 
streets to pay an additional sum for gas because the plant, 
when put in, would have to be at the expense of taking up 
and replacing the pavements in building the same. He held 
that such added value was wholly theoretical, when no benefit 
was derived therefrom. We find no error in this disposition of 
the question.” 

The plaintiff’s counsel concedes that since the decision in the 
Des Moines case the reproduction theory has not been applied in 
its full logical extent to the subject of paving, and that the cost 
of reproducing pavement as it exists today, without regard to 
conditions at the time of original construction, is not to be in- 
cluded as a part of the reproduction cost. He does, however, 
contend that there should be included the cost at present prices 
of reproducing the pavement as it in fact existed at the time 
the conduits were constructed; that is, he would have included 
the estimated present cost of what was originally done; and he 
cites in support of that contention Brooklyn Borough Gas Co. v. 
Prendergast, 16 F. (2d) 615, P.U.R.1927A, 200; People ex 
rel. King’s County Lighting Co. v. Willcox, 210 N. Y. 479, 494, 
104 N. E. 911, 51 L.R.A.(N.S.) 1; Columbus Gas & Fuel Co. 
v. Columbus, 17 F. (2d) 630, 633, 634, P.U.R.1927C, 639, 
646. 

The defendants contend that only the cost actually incurred 
historically in regard to paving should be included. 

I think the evidence shows conclusively that much of the pave- 
ment in the streets at the time the conduits were put in has been 
replaced by the city with higher grade and more expensive pave- 
ment, and that, in the event of actual reproduction, there would 
be only a part of the original pavement to be replaced. 

In the Brooklyn Gas Company case, cited by the plaintiff, it 
does appear that the reproduction price of original pavement was 
included in the present value, but in the King’s County Light 


Company case in New York, also cited by the plaintiff, the re- 
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production cost of pavement not in the streets at the time of 
original installation was disallowed, and there was allowed the 
“cost of restoring the pavement as it existed when the mains and 
service pipes were laid in the streets.” Whether the amount so 
allowed was the original cost or the cost to restore at present 
prices does not appear. In the Columbus Gas Company Case, 
supra, cited by the plaintiff, the Court says: 

“The company contends that, under the reproduction new 
theory, the cost of cutting and replacing all pavement that, at 
the time of the appraisement, had been constructed over the 
mains in the natural gas system, properly enter into the repro- 
duction cost new. On the other hand, the city claims that only 
such pavement as was cut at the time of original installation 
should now be carried in that value. The Master’s finding is in 
accord with the city’s contention, and is correct. Rate-making 
bodies have been confronted with this question, and the weight 
of these holdings is so strong that the exclusion of all costs for 
paving cut and replaced, other than that cut and replaced at 
the time of the original installation, has become the almost uni- 
versal rule. Spurr, Guiding Principles of Public Service Regu- 
lation, vol. 2, Chap. 26, p. 1; Des Moines Gas Co. v. Des Moines, 
238 U. S. 153, 171, 59 L. ed. 1244, P.U.R.1915D, 577, 35 Sup. 
Ct. Rep. 811.” 

Whether this means the reproduction cost or the original cost 
is perhaps not wholly clear. Both the plaintiff and the defend- 
ants have cited this case in support of their contentions. The 
reference in the case to Spurr’s book on Public Service Regula- 
tion, seems to indicate that the Court was referring only to 
original cost. In the chapter referred to in Spurr’s book I find 
the following: 

“In valuations of utility property, either for rate making, 
for condemnation, or for purchase, the rule is now well settled 
that nothing will be allowed for enhanced values due to paving.” 
(p- 1). 
again 

“The cost of puving actually cut by the company is allowed 
as a matter of course.” (p. 2) 
again 
P.U.R.1929B. 
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“Tt seems to be the rule also that the actual cost of cutting 
paving is to be allowed in a reproduction cost of the company’s 
property, as well as in an estimate of original cost.” (p. 10) 
again 

“Summarizing the cases, the rule appears to be that nothing 
will be allowed the company on account of pavement over 
underground construction where no expense has been incurred 
by the company on account of the pavement; that this rule 
applies both to valuations for rate making and for condemnation 
or purchase, whether the inquiry is for the purpose of ascertain- 
ing original cost or reproduction cost of the company’s prop- 
erty.” (p. 11). 

From the citation in the Columbus Gas case opinion, supra, 
and from the chapter in Spurr’s book, swpra, from which the 
above quotations are taken, I interpret the Columbus Gas Com- 
pany, supra, to be against including anything but original cost. 

The contention of the plaintiff seems to me to be subject to 
many of the same objections which are raised against the repro- 
duction of present pavement, and to the further objection that 
it is wholly illogical as to such portion of the original pavement 
as has been replaced by other pavement. 

The evidence shows conclusively that much of the pavement 
in the streets at the time the conduits were put in has been re- 
placed by the city with higher grade and more expensive pave- 
ment. 

I am satisfied that the fact that there is pavement over the 
conduits, and that the expense of getting the conduits under the 
pavement has already been met does give an element of value 
additional to the value they would have if there were no pave- 
ments. This is equally true whether the pavements were dis- 
turbed at the time the conduits were installed, or whether the 
pavement has since been put in over the conduits. The difficulty 
is in properly measuring that value. The cost of replacing 
present pavements is a logical application of the reproduction 
theory, whether equitable or not, but, as is conceded by the 
plaintiff, that is clearly not to be taken as the measure. There 
seems to me to be less logic, and not much more equity, in taking 
the cost of reproducing something which admittedly is not there, 
P.U.R.1929B. 
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and would not be reproduced in any event. At the same time 
there is no question that a very considerable expense has been 
incurred because of the existence of paving in the streets at the 
time the conduits were built, and that in some way and in some 
degree the plaintiff is entitled to recognition of it. 

I, therefore, find that because of the pavement in the streets 
there is an element of value in the conduits in addition to the 
cost to reproduce aside from paving, but I also find that the 
paving, whether that which was there at the time of original 
construction, or that which is presently there, does not belong 
to the plaintiff, that it does not add anything to the efficiency 
of the conduits, and that it bears no part, and gives no aid in 
enabling the plaintiff to perform the service to consumers. 

The question is a practical one and I think the most equitable 
solution is to include in the reproduction costs, as a part of the 
cost of reproducing the conduits, an amount equal to the original 
cost incurred in regard to the paving. The defendants contend 
that this item should be taken by itself, and in their estimate 
they take it out of the reproduction cost of physical property and 
set it up by itself under the title “Franchise.” Of course the 
purpose of this is to eliminate that amount from the base upon 
which structural costs and overheads and the so-called “Other 
Items” are figured. But if it is to be included at all, it is be- 
cause it is an element of value in the conduits as they exist, a 
part of the cost incurred in creating them in the first place, and 
to be taken as a part of the cost of reproduction new, and the 
fact that we are taking a more moderate, if less logical estimate 
of that value, seems to me to be no reason to separate it from 
the other reproduction costs. 

As to the exact amount of this historical cost there is some 
degree of uncertainty in this particular case. 

The plaintiff's evidence shows that at least $169,946 was 
expended in connection with this matter of pavement. There 
is some ground for thinking that this amount is considerably less 
than the amount actually expended, but the records kept by the 
plaintiff are not such as to enable the full amount to be stated 
accurately. I find that the original cost of cutting and replacing 
pavement in connection with the construction of underground 
P.U.R.1929B. 
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conduits was at least $170,000, and that that amount be included 
in the reproduction cost of conduits. 

The plaintiff asks for an alternative finding giving the present’ 
cost to reproduce the paving actually replaced at the time the 
conduits were constructed. This raises a question not only as 
to exactly what pavements were then in existence, but also as 
to how much of such pavement was in fact replaced. It appeared 
that during a considerable part, at least, of the period in which 
the distributive system was being put underground, it was the 
practice of the city to notify the plaintiff before it paved unpaved 
streets, and before it repaved or improved streets already paved, 
and that it was the policy of the plaintiff to build its conduits, 
when possible, before such improvements were actually made by 
the city. It also appeared that where this was done it was usual 
not to replace the existing pavement, but to provide only tempo- 
rary surfacing until the city should put in the new pavement, 
the cost of such new pavement when put in being borne by the 
city. There seems to be no question that as to the pavement dis- 
turbed in the construction of the conduits a considerable portion 


was not replaced by the plaintiff, and the evidence is not sufficient 
to enable me to determine just what kinds of pavement were in 
fact replaced, or to what extent, and I am not able to make, on 
the evidence before me, an exact estimate of this reproduction 


cost. 

It does appear that at least $170,000 was expended in con- 
nection with pavements, but this amount included the original 
cutting as well as the replacement. However, inasmuch as this 
inclusion of the cost of cutting the pavement is not a duplication, 
and was certainly a part of the original cost due to pavement, 
this distinction may be ignored. There are in evidence also 
figures showing trend of prices entering into this paving item 
from the present time back to and including the year 1910. By 
applying these trend prices to the figure for original cost, an 
approximation of present reproduction costs may be reached. 
I say approximation because the evidence does not show the 
exact cost incurred in each year, but divides it into periods of 
several years in each period, and the price trends, therefore, 


have to be averaged over these periods; also, as stated above, there 
P.U.R.1929B. 
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is reason to think that the amount $170,000 is less than the 
actual original cost. However, by applying this method I find 
that the present reproduction cost of the paving disturbed at the 
time the conduits were constructed, is approximately not less 
than $200,000, if that fact is material. 

Underground Conductors. The defendants’ figure for this 
item ($1,242,285) was testified to by Mr. Rau. Although Mr. 
Rau had stated that he assumed there would be a general con- 
tractor for the entire reproduction he seems not to have applied 
that method throughout this item. As to certain cables he said 
he assumed they would be purchased at a price which covered 
installation, and that he took the prices actually paid by the 
company in recent years. Mr. Burnell subsequently testified 
that he had examined the company’s prices to which Mr. Rau 
referred, and that those prices did not sustain Mr. Rau’s figures, 
and this evidence was not contradicted. With certain minor 
exceptions Rau used as labor rates the rates shown by the com- 
pany’s pay roll; he assumed the distances between manholes 
was much greater than that shown by the evidence; his estimate 
of the amount of cable to be pulled by a crew in a day was over 
two and one half times the amount allowed by Mr. Husselman 
(also a witness for the defendants). THe also testified that he 
had reached his figures without knowledge of the actual historical 
cost of this work. The historical cost figures show the amount 
for this item to be $1,504,719, of which $287,308 was estimated, 
leaving $1,217,411 representing items in this account for which 
vouchers were found, of which $731,934 was in the period 1883- 
1915, $218,440 was in the period 1916-1920, and $267,037 in 
the period 1921-1927. As Mr. Rau testified that the cost of 
work of this character has not gone down in the last fifteen or 
eighteen years but has steadily gone up, it seems clear that the 
present reproduction cost of this item must be greater than the 
actual historical cost. As between the figures given by the plain- 
tiff for this account and those given by the defendants, I adopt 
the plaintiff’s. 

Summarizing the foregoing as to the items included under the 
heading “Materials and labor” I adopt and allow the plaintiff's 


estimates except as to the item “Underground conduits.” As 
P.U.R.1929B. 4 
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to that item I allow only for the original cost incurred in con- 
nection with cutting and replacing pavement, which I fix at 
$170,000. I therefore, deduct from the plaintiffs estimate for 
underground conduits the sum of $394,210, being the difference 
between the amount included by the plaintiff for paving 
($564,210) and the amount I have allowed ($170,000). 


General Construction Costs and Other Items. 


Coming now to an analysis of the difference ($680,774) in 
the “General construction costs” the evidence shows the follow- 
ing: 

The difference in interest is $579,921. 

The plaintiff figured interest at the rate of 7 per cent while 
the defendants allowed only 6 per cent. There was also a radical 
difference in the method of determining the amounts on which 
interest was to be allowed. 

The difference in engineering and superintendence and mis- 
cellaneous expenditures during construction is $102,535. This 
is due to a difference in method in dealing with these subjects 
which is reflected also in the later item of organization, where 
the defendants’ figure exceeds the plaintiff’s by $267,860. 

On the other hand the defendants allowed $12 more for law 
expenditures, and $1,670 more for taxes. The result, there- 
fore, is 


Total difference in general structural costs $680,774 
Plaintiff’s excess over defendants’ “Interest” $579,921 
Plaintiff’s excess over defendants’ “Miscellaneous ex- 

penditures” 


$682,456 


Defendants’ excess over plaintiff’s “Law” $12 
Defendants’ excess over plaintiff’s “Taxes” 1,670 $1,682 $680,774 





For “Organization” the plaintiffs figure is $267,860 less 
than defendants’ figure. 

For “Working capital’ the plaintiff’s figure is $200,000 
greater than that of defendants. 

For “Franchise cost” the plaintiff allows nothing, while the 
defendants allow $105,332, which is their estimate of the orig- 
inal cost incurred in connection with paving at the time the 


conduits were constructed. 
P.U.R.1929B. 
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For “Going concern” value the plaintiff allows $1,590,000 
and for “Cost of financing” $753,000 while the defendants allow 
nothing for either of these items. 

[19] Engineering and Superintendence. The plaintiff’s 
figure is 5 per cent on the reproduction cost of the physical prop- 
erty exclusive of land, and is an “estimate of the expenses of 
an engineering organization in connection with the preparation 
of plans and specifications and the inspection of the work as it 
proceeds.” The defendants’ figure is to cover “the usual and 
ordinary services of an engineer or engineers, in designing, lay- 
ing out, preparing specifications, assisting in the taking of bids, 
and purchasing, and usual and ordinary superintendence in 
construction and supervision of construction.” The defendants’ 
figure was arrived at by applying various percentages to the 
various items going to make up the total cost of the property to 
which the engineering services should be applied, instead of be- 
ing a flat percentage on the total as in the plaintiff’s figure. It 
was stated by the defendants’ counsel that the average percentage 
used for this item is slightly larger than the percentage used 
by the plaintiff. The total amount allowed by the defendants 
for this item is slightly over 54 per cent of their total of items 
for material and labor. It is obvious that their same method 
applied to the plaintiff’s total for material and labor would have 
resulted in a figure larger than that arrived at by the plaintiff. 
The defendants urge that the plaintiff's figure in a large measure 
is a duplication of items which are already provided for in the 
miscellaneous structural costs included in the plaintiff’s unit 
prices, which include the percentage for the general contractor. 
But as the defendants’ witnesses used substantially the same 
miscellaneous costs in their unit prices, except for the 6 per 
cent contractor’s fee, and as Mr. Husselman, who made up this 
figure for the defendants, says that his figure includes only 
$79,337 which could form part of the contractor’s fee, it must 
follow that the balance ($478,965) represents elements cor- 
responding to those covered by the plaintiff’s figure. In other 
words, if we eliminate from the defendants’ figure for engineer- 
ing and superintendence the amount which they say could repre- 
sent contractor’s percentage ($79,337), the balance, $478,965, 
P.U.R.1929B. 
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compares with plaintiff’s figure $595,000 for the same thing, 
the difference apparently being due to the defendants taking a 
smaller base, though at an average larger percentage. It is 
clear from the testimony on both sides that a substantial amount 
is to be allowed for in this item, without thereby duplicating 
anything in the items previously considered. The plaintiff’s 
method of figuring it at a flat percentage on the total material 
and labor is not unusual. The defendants’ witness admitted 
that 5 per cent was the usual percentage for this item in con- 
nection with structures, and as much as that in a large majority 
of the various items going to make up the total of material and 
labor. I adopt the plaintiff's method and rate in connection with 
this item. 

[20] Interest during Construction. The plaintiffs position 
with regard to interest is that all the money required to recreate 
this property must be provided, and that it must be available 
as it is required. Assuming that the actual construction would 
require a period of two years, the plaintiff prepared a budget 
as to what amount would be required for actual disbursement in 
each period of six months during that two years, and then con- 
sidered that such amount was provided for by the discount of 
notes at the beginning of the six months’ period, charging the 
amount of the discount to interest, and crediting to interest any 
interest received on bank balances. 

The amount of money which the plaintiff took as its basis, 
was the total of the value of the land, the reproduction cost of 
material and labor, and items of engineering and superintendence 
during construction, miscellaneous expenditures during construc- 
tion, and taxes and law expenses during construction. 

The defendants’ theory is that the money would be provided as 
it was needed, by the sale of stock or of securities, or by loans 
from banks, but they did not contemplate any definite commit- 
ment, in advance of its expenditure, for the money required. 
Inasmuch as, even on their lower estimate of costs, there would 
be required an average supply of something over half a million 
dollars a month for some eighteen months, this seems a little 
“easy going.” 

In figuring this item of interest the defendants wholly ex- 
P.U.R.1929B. 
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cluded the cost of the land on the theory that the land was taken 
at its then market value, and that no further amount than that 
market value should be included in the reproduction cost in con- 
nection with land. But this ignores the fact that the land must 
be acquired before construction work begins, and that the interest 
on the cost of the land would be as much an actual expenditure, 
in case of reproduction, as would be the interest on the money 
expended in construction or in equipment. The interest on the 
cost of the land is included by the plaintiff, not as an element 
in the value of the land, but as an item of expense arising from 
the necessary lapse of time in construction of the plant. In 
Brooklyn Borough Gas Co. v. Prendergast, 16 F. (2d) 615, 
P.U.R.1927A, 200, and in Idaho Power Co. v. Thompson, 19 F. 
(2d) 547, P.U.R.1927D, 388, interest on the cost of land was 
included. 

The defendants also excluded the cost of “paving” in this con- 
nection. As explained above I think the cost of “paving” should 
be included as part of the cost of the conduits. 

The plaintiff's method of arriving at the amount of interest 
during construction seems to me to be a proper one, and I adopt 
that method, and include the cost of the land, and the cost of 
the paving as a part of the base. 

The plaintiff figured the interest at the rate of 7 per cent, 
while the defendants took the rate of 6 per cent. While it is 
not to be assumed that the reproduction is to be made by this 
particular company, with its history and present financial stand- 
ing, I think it must be assumed that the reproduction is to be 
undertaken by some concern not wholly destitute of financial 
resources and credit. I adopt the defendants’ rate of interest, 
viz., 6 per cent. 

In order to determine the amount of interest I have taken 
the ratio which the interest as figured on the budget in Exhibit 
25, p. 458, bears to the total amount to be raised in that budget. 
I have applied the same ratio to the amount of money required 
by the figures I have reached, and have adjusted that to a 6 per 
cent rate by taking six sevenths of that result. 

Miscellaneous Expenditures during Construction. The plain- 
tiff includes in this item an estimate of expenses which would 
P.U.R.1929B. 
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be incurred by the company (the owner) during construction. 
These expenses are analogous to those included in the item engi- 
neering and superintendence, but they are in the nature of ad- 
ministrative expenses, rather than technical. They are not 
expenses which would be incurred by a general contractor, but 
are intended to cover the salaries and expenses of the executive 
and general officers of the owning company, including maintain- 
ing a general office, during the time the construction is carried 
on by the general contractor. They are included on the theory 
that during the construction period there must be in existence, 
and capable of functioning, to a certain degree, an owning com- 
pany, which has adopted the project of the creation of this elec- 
tric plant, has acquired the land, employed a general contractor 
to do the entire work, has obligated itself to provide the necessary 
funds, and which must maintain a certain administrative organi- 
zation, in that connection. It is not intended to cover any of 
the expenses incurred by the general contractor. The appro- 
priate amount for this item is fixed by the plaintiff’s witness at 
1 per cent of the reproduction cost of the physical property. 

The defendants, on the other hand, put all such expenses of 
an owner company under the item organization, and they include 
in this item of miscellaneous expenditures during construction 
only allowances for the cost of testing of equipment and materials 
used in the preliminary operation and breaking in of the prop- 
erty, and changes which have to be made as a result of tests. 
They include nothing in the way of salaries. The figures of 
the plaintiff and of the defendants under this item are in no 
way comparable. 

Organization. The plaintiff includes under this heading 
items of expense which are incurred by the owning company 
previous to the beginning of construction. Such expenses are 
preliminary surveys and investigations, incorporating and organ- 
izing the company, options for, or acquisition of the land, and 
everything prior to the beginning of construction. The amount 
is fixed at 1 per cent of the reproduction cost of the physical 
property. 

The defendants, on the other hand, include under this head 
not only the cost of incorporating, obtaining franchises, all costs 
P.U.R.1929B. 
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preliminary to construction, salaries and expenses of officers, 
advertising and other office expenses incurred while organizing, 
but also during the period of construction, and while getting the 
company ready to do business. They include all legal expenses 
in connection with financing, the cost of prospectuses, of solicit- 
ing stock subscriptions, preparing and issuing securities, 
registrars’ fees, stamp taxes, etc., any expenses of financing, and 
all expenses incident to setting up and administering the com- 
pany from the beginning until the construction is completed, the 
company financed, and ready to carry on the operating business. 

The plaintiff has an item “Cost of financing” which is to 
cover the cost to the company of the permanent provision of the 
funds necessary to complete the acquisition and construction of 
the entire property ready to operate, including working capital. 
This item represents the estimated cost of assembling the per- 
manent capital by disposing of permanent securities, and is 
figured at 5 per cent of the total amount to be raised. 

The plaintiff also has an item “Going value” which repre- 
sents the difference between a property constructed and ready 
to do business, and a property having an organization trained, 
co-ordinated and experienced, a physical property which has 
been tuned up and got into efficient and successful working order 
by continued operation, and which has the requisite customers 
actually using its product. It does not purport to include any- 
thing for “Goodwill.” The amount is taken as 10 per cent of 
the reproduction cost of all the other items. 

The defendants make no separate allowance either for the 
“Cost of financing” or for “Going value,” and, except as those 
matters may be included in their figures for “Miscellaneous ex- 
pense during construction” and “Organization,” they allow noth- 
ing for financing or going value. 

It is necessary, therefore, to consider together the four items 
“Miscellaneous expenses during construction,” “Organization,” 
“Cost of financing,” and “Going value.” 

The defendants’ aggregate for the first two items is $433,023. 
The plaintiff’s aggregate for the corresponding items is $250,000, 
and the plaintiff in addition allows for “Cost of financing” 
$753,000 and for “Going value” $1,590,000. The difference is 
P.U.R.1929B. 
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in part due to the fact that the other reproduction costs of de- 
fendants are very materially smaller than those of the plaintiff, 
but the main difference is due to the radical difference in the 
treatment of the reproduction problem. 

[21, 22] The plaintiff assumes that there are two separate 
entities involved in this reproduction problem; first, the owning 
company, which conceives the plan and determines its general 
scope, acquires the land, and contracts with the second entity. 
The second entity is a general contractor who undertakes to de- 
velop the details, engineering, and technical, to carry on and 
complete the entire physical plant, including supplying all the 
materials, labor, equipment, and supplies necessary to create 
and establish the physical property in all its details, including 
the connections for the requisite number of customers, the ma- 
terials and supplies on hand appropriate for current operation ; 
and this general contractor is to be paid by the owning company 
the costs incurred plus a percentage thereon. This plant when 
so completed, and after such incidental adjustments and tuning 
up as show it to be ready to operate, is turned over to the owner 
ready to operate. Both the plaintiff and the defendants assume 
that the actual construction of the plant will take two years. 
The plaintiff assumes that during this period the owner will be 
in existence, with sufficient organization to enable it to carry on 
the necessary touch with the contractor and his work, will be 
preparing its plans, and getting together the beginnings of an 
organization which will be prepared to take over the plant upon 
its completion, and then to enter upon the operating stage; and 
that the owner will arrange for the creation and marketing of 
appropriate securities in sufficient amount to supply the funds 
necessary to the entire enterprise. After taking over the plant 
the owner will begin serving its customers as rapidly as they may 
be arranged with, but it will be with an entirely new plant, tested 
and adjusted to the degree necessary to satisfy the contractor’s 
obligation to turn over a plant ready to operate, but of course 
wholly lacking in that finer adjustment which comes from con- 
tinuous operation by an organization which gradually has become 
trained and co-ordinated by actual experience with the particular 


plant. However carefully a new organization is got together it 
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cannot be expected to function at the start with the efficiency 
and economy which will be developed by years of experience, and 
after incidental changes, adjustments, and development of per- 
sonnel which result in the survival of the fittest. 

The entire expense of creating and organizing the owner com- 
pany, including such technical and administrative functions as 
are concerned with the development of a plan, the making of the 
contract, the inspection and supervision necessary to determine 
that the contract is properly performed, and the handling, dis- 
bursing, and accounting for many millions of dollars, in short 
everything up to the acceptance of the finished plant ready to be- 
gin operations, excepting only the cost of raising the necessary 
funds, is included by the plaintiff in the two items of “Miscel- 
laneous expenditures during construction” and “Organization,” 
each being estimated at 1 per cent of the cost of the physical 
property. 

The plaintiff assumes that the owner will obtain the necessary 
funds as permanent capital by marketing its own securities, and 
that, in order surely and definitely to accomplish this, it will 
contract with some financial organization to take and dispose of 
its securities for a compensation of 5 per cent on the amount 
furnished. 

The witnesses for the defendants did not adopt the plaintiff’s 
theory as to the method of reconstruction. Of the three witnesses 
who testified for the defendants on the subject of reproduction 
cost, no one testified as to all the different estimates of cost. Ina 
general way it may be said that one witness dealt with structures 
and production equipment, another with the distribution system, 
and the third with the general structural costs and so-called 
“Overheads.” There is a certain inconsistency in their method, 
as the one who dealt with the distribution system assumed that 
there would be a general contractor who would contract to do 
the entire work, and who would receive as compensation a per- 
centage of the cost of the entire work, which would be provided 
for in the testimony of the third witness, while the latter, who 
was the only one who testified as to the items now under con- 
sideration, assumed that there would be no general contractor, 
and made no provision for compensation for a general contractor 
P.U.R.1929B. 
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as such, although he did say that there were included in the total 
figures certain amounts, which, if there were a general contrac- 
tor, would go to him. 

The defendants’ assumption appears to be that a company is 
created with an organization sufficient itself to develop and carry 
out the entire work of reproduction, although it may contract 
for construction of certain parts. Their whole method follows 
somewhat closely the process which has actually happened in the 
gradual development of the existing plant during a long period 
of years, although in their assumption the entire matter is to be 
accomplished in two years. In a general way it would seem that 
they assume that this new company will itself perform all the en- 
gineering and administrative work which historically have in 
fact been performed by the plaintiff, and that it will itself con- 
struct such parts as historically have been constructed by the 
plaintiff. They assume that this company will obtain the neces- 
sary funds for permanent capital by disposing of its securities 
itself as the plaintiff has in fact done; that its securities will be 
in demand among the citizens of Worcester, so that the entire 
amount of permanent capital involved in the entire reproduction 
will be obtained readily without the necessity of any outside 
financial organization, and that the expense incident thereto will 
be merely that necessary to the creation and preparation of its 
securities, and something for advertising and solicitation. They 
assume that such a company having itself constructed the plant 
will have created a satisfactory organization to operate it, and 
that the costs which they allow as incident to the period of con- 
struction will cover the completion of a plant so tested and ad- 
justed, and an organization so trained and co-ordinated, with 
customers actually attached, that it will have all the elements 
of going value which the plaintiff now has. 

The company, which they assume is to be created and which 
is to engineer and carry out this reproduction, seems to me to 
have an amazing resemblance to the plaintiff as it exists today, 
with its history and experience which are the result of years of 
successful operation ! 

The defendants assert that in a city of the size and character 


of Worcester, in the present state of the art of electric energy, 
P.U.R.1929B. 
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the demand for light and power would be as it is today, and that 
there would be no need for any period of education of the public, 
and that customers for the entire amount of energy would be 
ready to take the service as soon as it is provided. Assuming that 
to be true, and assuming, as both sides do, that the newly con- 
structed plant would be equipped with the connections necessary 
to serve customers to the extent they exist to day, there still must 
be considered the determination of the exact requirements of the 
different customers, the actual arrangements as to the details of 
service to be supplied, the making of contracts with approximate- 
ly 53,000 customers, all of which must require a considerable 
time, and which would seem to require an organization of a dif- 
ferent character, and involving very considerably greater num- 
bers and greater expense, than such an organization as is main- 
tained by the plaintiff in the regular conduct of its business, to 
say nothing of the experiments and changes as to service before 
the different customers would have determined their needs. Be- 
fore the service can be used by the customers more is requisite 
than the readiness of the company to deliver the energy; the 
premises of each customer must be equipped to receive and use 
the electricity, and the equipping of his premises must be done by 
each customer for himself. So far as appears from the evidence 
that is no part of the service to be rendered by the company. If 
it be assumed that there has been no similar service, before the 
creation of this new plant, which appears to be an assumption of 
the defendants in this respect, it cannot be assumed that all the 
customers’ premises are already wired and otherwise equipped to 
receive and use electricity, nor can it be assumed that such wiring 
and equipping can be done speedily. It is a matter of common 
knowledge that the wiring and equipping of buildings already 
constructed, is a slow and expensive process, requiring technical 
training and experience, and it is hard to believe that with 53,000 
different customers the necessary installation could be completed 
without the lapse of a very considerable time. 

In accordance with the foregoing I have adopted the plaintiff’s 
method of dealing with “Miscellaneous costs during construction” 
and with “Organization.” 

[23] With regard to the matter of financing it is true that the 

P.U.R.1929B. 
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plaintiff has had little or no difficulty in obtaining additions to 
its capital, and that its additional stock issued has been readily 
taken by its stockholders. But that applies to a total amount of 
about $4,000,000 and it has been spread over a long series of 
years. It is an entirely different matter to obtain from three 
to four times that amount inside of two years, especially with a 
new company, without a history of successful operation and be- 
fore the efficiency of its management and its earning capacity 
have been demonstrated. With every assumption as to the 
readiness of the field, and the probable success of the venture, the 
evidence fails to satisfy me that there would exist in Worcester 
such a demand for the securities of a new company as would sup- 
ply forthwith, or as required during a period of two years ap- 
proximately $12,000,000 which is the defendants’ estimate. If 
the reproduction is to be carried out as swiftly and economically 
as possible there must be a commitment of the necessary funds. 
At the very outset the land must be acquired, salaries and pay 
rolls must be met as they accrue, materials and equipment must 
be paid for within the usual terms, and the financing of the proj- 
ect must be arranged for. It is true that money may be bor- 
rowed temporarily, but payments of the loans must be made from 
time to time, and there must be some money invested in the en- 
terprise at all times proportionate to the amount of the temporary 
loans, in order to provide the necessary credit. 

Even assuming that the defendants’ theory of the method of 
reproduction were to the adopted, the figures of their witnesses 
seem to me to be inadequate. Their evidence fails to convince 
me that the reproduction could be carried out, and the necessary 
funds obtained in the manner and at the costs they give. 

The evidence shows that it is not unusual to employ a general 
contractor to construct the entire plant for a new enterprise. As 
stated above it has been approved as the correct theory of getting 
reproduction cost in rate cases. Brooklyn Borough Gas Co. v. 
Prendergast, 16 F. (2d) 615, P.U.R.1927A, 200. 

That the money necessary to carry out a reproduction must be 
provided, and that the cost of obtaining it must be included in 
the reproduction total is recognized in the defendants’ figures for 


“Organization,” where there is included $62,255 for the expenses 
P.U.R.1929B. 

















WORCESTER ELECTRIC LIGHT CO. v. ATTWILL. 61 


incident to the preparation and issue of bonds and stock, includ- 
ing the solicitation of subscriptions to the stock. 

The method of obtaining permanent capital by disposing of 
securities to, or through, a financial organization, paid for its 
services, is common. Taking into consideration the very large 
sums to be provided within a limited period, and that there should 
be a definite commitment of the entire amount, the method 
adopted by the plaintiff seems to me to be a proper one. Mr. 
McGregor, who is the vice president of Harris, Forbes & Co., 
Inc., in Boston, engaged in financing public utilities, testified for 
the plaintiff that assuming that there is no electric company in 
Worcester, and that you are reproducing a company with prop- 
erty identical with the plaintiff’s property, that a fair estimate of 
the cost of financing would be at least 5 per cent. That this 
would be a fair price if the services of a financial organization 
were used was not contradicted. The defendants strenuously 
contend that the company would be able to raise the funds, with- 
out paying anything to bankers; that the demand for investment 
in electric light companies in Massachusetts is such that its secu- 
rities could be sold at par. I think the evidence shows that the 
securities of established public utilities in Massachusetts, with 
established records of earnings and dividends are in de- 
mand, but I am not convinced that the same thing would be true 
of a new company, without such record. Even if the present com- 
pany were required to raise from twelve to sixteen millions of 
dollars, which should be definitely committed, I am not convinced 
that it could be done without the intervention of bankers who 
would receive a commission for underwriting the issues, or who 
would themselves purchase them at a price less than that for 
which they ultimately would be distributed on the market. Even 
if it be assumed that the company would net par for its securities, 
it would have to sell enough securities to provide for the commis- 
sion to the bankers. 

The cost of financing as an element of value was included in 
the reproduction cost in the recent case, Brooklyn Borough Gas 
Co. v. Prendergast, 16 F. (2d) 615, P.U.R.1927A, 200, which 
was before a Statutory Court in the Eastern District of New 


York in 1926. I include it here. 
P.U.R.1929B. 
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[24, 25] Working Capital. The plaintiff’s estimate includes 
for working capital $750,000. This amount is made up by tak- 
ing an average for the past year of the monthly balances of ma- 
terials and supplies actually carried by the company, the average 
cost of electric service rendered and billed but not paid for, and 
other receivables, and prepayment items. To this was added cash 
to the amount of $60,000 to maintain bank accounts and to pro- 
vide departmental working funds and cash for emergency needs. 
This cash item was less than the actual average current amount 
of cash on hand in fact. 

In the materials and supplies the item of coal included a sup- 
ply for several morths. 

The defendants’ estimate allowed $550,000 for working capi- 
tal which was arrived at by deducting from the operating expens- 
es for a year the items which were thought not to be recurring 
and taking one eighth of the remainder as representing the 
amount needed for running expenses for one and one half months, 
assuming that by that time the receipts for service would be in. 
To that was added the monthly average cost of materials and sup- 
plies, not including fuel, and not including lamps, motors, and 
accessories carried for resale to customers. There was also added 
an amount equal to one sixth of the year’s cost of boiler fuel. It 
appeared that the supplies carried for resale to customers which 
were excluded from the defendants’ figure amounted to $68,334. 
The defendants did not question the propriety of the company’s 
carrying these articles for resale to customers, and admitted that 
there was an element of service to its customers in its so doing. 

The defendants’ estimate allowed less for coal on hand than 
was actually carried by the company’s usual practice. I see no 
reason why the articles carried for resale should be eliminated 
from this account, or why the judgment of the officials as to the 
advisability of carrying a larger supply of coal should not con- 
trol. 

The plaintiff's method of arriving at the amount of working 
capital seems to be more nearly in accord with the facts as they 
exist in the actual operation of the business, and I see no reason 
why that should not be adopted. 


Going Value. In the Des Moines Gas Case, 238 U. S. 153, 
P.U.R.1929B. 
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165, 59 L. ed. 1244, P.U.R.1915D, 577, 584, 35 Sup. Ct. Rep. 
811, the Supreme Court says: “That there is an element of value 
in an assembled and established plant, doing business and earn- 
ing money, over one not thus advanced, is self-evident. This ele- 
ment of value is a property right, and should be considered in 
determining the value of the property, upon which the owner 
has a right to make a fair return when the same is privately 
owned although dedicated to public use.” 

Since that decision the Supreme Court repeatedly has asserted 
and applied that principle, and there seems to be no question that 
it must be recognized and applied as a rule of law by which this 
case must be governed. 

In Massachusetts, under a statute permitting the purchase of a 
privately owned water company by a municipality, provision was 
made for the appointment by the Court of a Commission which 
should “determine the fair value of said property for the pur- 
poses of its use by said city,” and it was provided that “Such 
value shall be estimated without enhancement on account of fu- 
ture earning capacity or goodwill, or on account of the franchise 
of said company.” 

The Commission found that the plant was a going concern and 
in full operation, “one that had been tested by experience and 
with which the city could begin the immediate prosecution of the 
business of supplying water,” and that this element of enhance- 
ment supplied $40,000 as an element of value which they found 
to total $275,000. This was approved by the Court. Newbury- 
port Water Co. v. Newburyport, 168 Mass. 541, 47 N. E. 533. 

In a similar case the Commission found that “the cost of dupli- 
cation, less depreciation, of the different features of the physical 
plant . . . does not represent a fair valuation of this plant, 
welded together, not only fit and prepared to do business, but 
having brought that business into such a condition that there is 
an enhanced value created thereby,” and valued this element at 
$75,000 in an aggregate value of $600,000. Gloucester Water 
Supply Co. v. Gloucester, 179 Mass. 365, 383, 60 N. E. 977. 

These cases show a clear recognition in Massachusetts that 
there is an element of value for public use, wholly apart from and 
independent of the cost of creating a property ready to operate. 
P.U.R.1929B. 
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There have been rate cases in which the Court has refused to 
sanction the inclusion of a specific item of going value, but those 
seem to be cases in which this element had been included in the 
estimate of value otherwise arrived at. 

In the instant case, whatever may be true of the defendants’ 
estimates, the plaintiff’s other estimates include only the cost of 
creating the property in its final form as turned over by the con- 
tractor to the owner, and they do not include anything for the 
fact that the property has since been developed into a property 
“welded together, not only fit and prepared to do business, but 
having brought that business into such a condition that there is 
an enhanced value created thereby.” 

In my opinion the property of the plaintiff employed to furnish 
the service has an element of value as a going concern, proved by 
experience, tested and adjusted by actual continuous operation, 
shown to be capable of operation at low rates, with a trained and 
co-ordinated operating organization experienced in the require- 
ments of its service, and in operation of the plant and adaptation 
of its facilities to the actual service required, and this element 
of value does not include “goodwill” or “franchise value,” and is 
wholly apart from and additional to those elements of value 
which are represented by the estimate of cost to reproduce the 
physical property and so-called overhead items, estimated in con- 
nection therewith. 

[26] In my findings as to other costs to reproduce the prop- 
erty, both those relating to material and labor and miscellaneous 
structural costs in connection therewith and those relating to 
general construction costs, and the other items (except in the item 
specifically designated “Going value”) I am dealing solely with 
matters involved in the reproduction of the property as it would 
exist when accepted by the owner upon completion by the con- 
tractor. The element of value due to any enhancement thereafter 
I include solely in the item “Going value.” Southwestern Bell 
Teleph. Co. v. Fort Smith, 294 Fed. 102, P.U.R.1924E, 662. 
Affirmed 270 U. S. 627, 70 L. ed. 768, 46 Sup. Ct. Rep. 206. 

[27] Mr. Burnell said that it is impossible to build up a 
definite and precise estimate of going value. As a result of his 


experience and familiarity with public utility business he fixed 
P.U.R.1929B. 
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the amount of going value as 10 per cent on all the other items, 
and said that this going value arose after the property was turned 
over by the contractor. 

He said that among the items which might be regarded as go- 
ing to make up this going value were the cost of tuning up the 
physical plant after it is turned over by the contractor, the train- 
ing of the organization and the personnel of the company, both 
before and after beginning to operate, cost of building up records 
and statistics over a long period of years, cost of actual securing 
and attaching the full number of customers, interest on 
proportionate parts of the property before all the customers were 
attached and using the service, and also a portion of taxes for the 
same period, the aggregate of which he estimated at from $1,- 
771,000 (or 11.1 per cent of all other items of property) to $2,- 
469,000 (or 15.5 per cent). 

Mr. Edward J. Cheney, a consulting engineer specializing in 
public utilities matters, a witness for the plaintiff, testified that 
he regarded going value as “the additional value inhering in an 
operating property with business attached and with a seasoned 
and co-ordinated plant and personnel, as compared with one not 
thus advanced and consisting merely of physical units built and 
operable, but not actually operating, and having no business and 
no operating organization ;” that he valued it at the cost of creat- 
ing it. He included his estimates of the cost of training the or- 
ganization, cost of attaching customers, and the abnormal ex- 
penses to which the company would be put in proportion to its 
business during the period before its organization would be 
trained and co-ordinated, and its plant used to full capacity. 

The defendants offered no evidence as to the amount of going 
value. Mr. Husselman entirely eliminated this item from his 
estimate, on the theory that it was already covered by the items 
of expense in his estimates of reproduction costs. 

In Westinghouse Electric & Mfg. Co. v. Denver Tramway Co. 
3 F. (2d) 285, P.U.R.1925B, 156, 183, there were two witnesses 
on one side as to the amount of going value, and no evidence on 
that point was offered by the other side. The Master allowed an 
amount lower than that testified to by either of the witnesses. 
The Court raised this to the lowest amount testified to, saying: 
P.U.R.1929B. 5 
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“T am firmly of the notion that each of these witnesses knew 
much more about what it would probably cost to put a skeleton 
street railway plant in successful operation than I do. I know 
nothing on the subject. I am sure they each knew a great deal; 
and I see no escape from accepting the lowest amount named in 
the testimony.” 

In the latest decision on this subject by the Supreme Court 
(McCardle v. Indianapolis Water Co. 272 U. S. 400, 414, 415, 
71 L. ed. 154, P.U.R.1927A, 15, 28, 47 Sup. Ct. Rep. 144), 
the Court, after citing the quotation given above from the Des 
Moines Gas Company case, says: “The evidence is more than 
sufficient to sustain 9.5 per cent for going value. And the re- 
ported cases showing amounts generally included by Commis- 
sions and courts to cover intangible elements of value indicate 
that 10 per cent of the value of the physical elements would be 
low when the impressive facts reported by the Commission in this 
ease are taken into account.” 

I have examined the report of the Commission in that case 
(Indianapolis Water Company Case, P.U.R.1923D, 449, 494), 
and find that on the subject of going value, the Commission says: 

“In this case the cost of the physical property can be approxi- 
mated, the cost of reproducing it on various bases is in evidence, 
and it is not difficult to arrive at a fairly correct sum to represent 
the physical or bare bones value. Any reasonable man with 
a knowledge of this property and the local conditions would un- 
hesitatingly affirm that it had a value far in excess of the value 
of the pipe, buildings, grounds, and machinery. Consider its 
earning power with low rates, the business it has attached, its 
fine public relations, its credit, the nature of the city and the cer- 
tainty of large future growth, the way the property is planned 
and is being extended with the future needs of the city in view, 
its operating efficiency and standard of maintenance, its de- 
sirability as compared with similar properties in other cities and 
with other utilities of comparable size in this city. These things 
make up an element of value that is actual and not speculative. 
It would be considered by a buyer or seller of the property or by 
a buyer or seller of its securities.” 


The Commission in that report gives a table of twenty-five 
P.U.R.1929B. 
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cases showing the allowances for going value by various courts 
and commissions, where the lowest allowance was 7.5 per cent 
and the average allowance was over 14 per cent of the cost of 
reproduction. 

In view of the foregoing I am constrained to fix the amount for 
going value at 10 per cent of the other items of reproduction cost. 

Summarizing the foregoing as to “General construction costs” 
and “Other items” I have allowed for “Engineering and con- 
struction” 5 per cent on the total of “Material and labor;” for 
“Interest during construction” an amount figured at the rate of 
6 per cent per annum under a budget based on the entire amount 
of money to be provided; for “Miscellaneous costs during con- 
struction” 1 per cent on the total of land and material and labor ; 
for “Organization” 1 per cent on the total of land and material 
and labor; for “Working capital” the amount estimated by the 
plaintiff; for “Cost of financing” 5 per cent of the total expen- 
ditures, not including the cost of financing; for “Going value” 
10 per cent of the other reproduction items. 

Depreciation. 

[28] Prior to 1921 the company did not carry on its books a 
depreciation reserve, although the amounts annually charged for 
depreciation were in fact invested in the property and appeared 
on the books. To balance the books the practice was to mark 
down the book value of the property by the amount of deprecia- 
tion, thereby reducing the capital account accordingly. 

The real fact was that during that time the actual additions to 
property in this way exceeded by a large amount the amount of 
property actually retired, so that the actual cost of the property 
in existence in 1921 exceeded the book value by approximately 
$2,500,000, which amount would have appeared as a depreciation 
reserve if the books had been kept on that method. 

In 1921, the method was changed, and a depreciation reserve 
was set up, but the Commission refused to allow the company to 
include in the depreciation reserve any amount on account of the 
depreciation charged before that time, and to correct its property 
account accordingly, although the Commission accepted the com- 
pany’s figures as to those matters. 

The present depreciation reserve ($2,226,735.83 as of June 
P.U.R.1929B. 
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30, 1927), therefore, represents only the depreciation which has 
been charged since 1921, less such amounts as have been credited 
on account of retirements since that time, and the present prop- 
erty account does not truly reflect the cost of the existing 
property. 

The fact is that the aggregate of the amounts annually charged 
for depreciation up to June 30, 1927, above the amount of re- 
tired property, is $4,784,134. 

It is suggested that this amount is a measure, or evidence of 
the amount to be deducted from cost to reproduce new in order 
to arrive at present value. I am unable to accept that view. 

All that is received by the company in compensation for the 
service it renders belongs to the company, whether applied to 
current expenses and actual retirements and replacements, or set 
aside for future requirements of that character, or distributed as 
dividends, or retained as surplus, and in so far as it is invested in 
the property used to render the service, the company is entitled to 
have it included in the rate base. 

“The just compensation safeguarded to the utility by the 14th 
Amendment is a reasonable return on the value of the property 
used at the time that it is being used for the public service. And 
rates not sufficient to yield that return are confiscatory. 
Constitutional protection against confiscation does not depend on 
the source of the money used to purchase the property. It is 
enough that it is used to render the service. . . . The relation 
between the company and its customers is not that of partners, 
agent and principal, or trustee and beneficiary. . . . The 
revenue paid by the customers for service belongs to the company. 

9 

“Customers pay for service, not for the property used to ren- 
der it. Their payments are not contributions to depreciation or 
other operating expenses, or to capital of the company. By pay- 
ing bills for service they do not acquire any interest, legal or 
equitable, in the property used for their convenience or in the 
funds of the company. Property paid for out of moneys received 
for service belongs to the company, just as does that purchased 
out of proceeds of its bonds and stock.” Public Utility Comrs. 
v. New York Teleph. Co. 271 U. S. 23, 30, 32, 70 L. ed. 808, 

P.U.R.1926C, 740, 744-746, 46 Sup. Ct. Rep. 363. 
P.U.R.1929B. 
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In Fall River Gas Works v. Gas & E. L. Comrs. 214 Mass. 
529, 538, 102 N. E. 475, the Court says: “It is the duty 
of a public service corporation to have its plant large enough 
to perform the service for which it was established, and it has 
a corresponding right to have such plant fairly capitalized. 
It is its duty to keep up the plant, whether by repairs or other- 
wise, out of its earnings, and this duty is superior to its right 
to distribute its earnings in dividends. If the time comes 
when the plant of the corporation is insufficient for the perform- 
ance of its corporate duties to the public, then it is subject to the 
same duty, and is invested with the same right with reference to 
the additional plant as in the case of the original plant—the duty 
to increase the plant and the right to capitalize fairly the value 
of that increase. 

“When the corporation has performed all its duties, and by 
its fortunate situation, good management, or any lawful conduct 
has remaining as surplus of earnings, it has the right to distribute 
this surplus among its stockholders in dividends. As between the 
public and the corporation the earnings belong to the corporation. 

The relations between a public service corporation and 
the public to serve whom it is chartered are not those of a part- 
nership, but rather those of independent contracting parties.” 

[29, 30] The depreciation reserve represents what remains 
of the amounts which annually have been charged for deprecia- 
tion, after deducting therefrom the amount of actual retirements. 
The annual charge for depreciation is not a determination, or 
even an estimate, of what has actually happened. It is only a 
book entry intended to cover not only what has happened, and is 
happening, but also what may be expected to happen in the fu- 
ture, with some margin over. It is an estimate which includes 
contingencies which may never happen, and which if they do 
happen, cannot be predetermined with any exactness either as to 
amount or time of happening. 

[31] The deduction from cost to reproduce in order to arrive 
at present value is to represent the amount by which the present 
condition fails to equal new, and should not exceed the amount 
of present actual depreciation. 

The depreciation reserve does not furnish a measure of the 
P.U.R.1929B. 
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present condition as compared with new, and should not be de- 
ducted from cost to reproduce in order to find present value. 
New York Teleph. Co. v. Prendergast, 300 Fed. 822, P.U.R. 
1925A, 491; Southern Bell Teleph. & Teleg. Co. v. Railroad 
Commission, 5 F. (2d) 77, 95, P.U.R.1926A, 6; Pacific Teleph. 
& Teleg. Co. v. Whitcomb, 12 F. (2d) 279, 284, P.U.R.1926D, 
815. 

In the quotation, above referred to, from the McCardle case 
(272 U. S. 400, 71 L. ed. 154, P.U.R.1927A, 15, 24, 47 Sup. 
Ct. Rep. 144), the Supreme Court says that: “The present value 
of lands plus the present cost of constructing the plant, less de- 
preciation, if any, is a fair measure of the value of the physical 
elements of the property.” 

What is meant by the words “less depreciation, if any?” This 
language implies that there are, or may be, cases in which the 
present value of the physical elements for rate purposes is the 
same as the present cost of construction. 

[32] If the thing to be considered is the present value of the 
plant as an entity, capable of successful economical and efficient 
operation as a whole, it may well be that the value of such an 
entity is equal to that of an exact counterpart newly constructed. 

Although a specific building, or machine, appliance, pole, fix- 
ture, or other article taken by itself, has a less value than if new- 
ly constructed or supplied, it may well be that when all of the 
various component parts are taken in their combination as a com- 
plete and operating unit, with the appropriate and necessary 
maintenance and replacements, in detail from time to time, the 
value practically is not materially less than if new. 

I think it would not be contended that the well-established 
successful public utilities, which are adequately maintained, are 
steadily decreasing in value through lapse of time, age, or wear 
and tear. The general course marketwise of the securities of 
such indicates the contrary. 

The fact that the present cost of acquiring, assembling, con- 
structing, and unifying the elemental component parts, at present 
prices for materials and labor, may be used as a basis for measur- 
ing present value, does not necessarily require a corresponding 
separation and disintegration of corresponding parts in the plant 
P.U.R.1929B. 
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to be valued, as a means of obtaining a comparison of the value 
of the old with the new. 

[33] The relation which the present value of a single used 
rail, pole, boiler, generator, or other elemental part, bears to the 
present value of a corresponding new part, does not furnish any 
adequate measure of an allowance or deduction to be made for 
the plant as a whole in comparison with one newly constructed. 

It may be that the present physical condition of the component 
parts is reflected in the expense of maintenance, but it does not 
follow that it is reflected in the same way, or in the same degree, 
in determining present value as a whole. 

It seems to me that the “depreciation, if any” which is to be 
deducted from the cost to reproduce new, as a means of measuring 
present value, is not necessarily the same thing as the aggregate 
which might be reached by working out depreciation for each of 
the different component parts taken by itself and apart from its 
relation to the other parts; that the thing to be arrived at is a 
determination of the present condition of the property as a whole, 
as compared with new. It is true that this determination must 
involve a consideration of the condition of the parts, the necessity 
of repairs, and the element of adequacy, But I think what is 
sought for is the condition of the plant as a whole, in the condi- 
tion in which it is, making appropriate allowance for the extent 
to which it is affected by the condition of its parts, as compared 
with one newly constructed. 

“The testimony of competent valuation engineers who ex- 
amined the property and made estimates in respect of its condi- 
tion is to be preferred to mere calculations based on averages and 
assumed probabilities.” McCardle v. Indianapolis Water Co. 
272 U.S. 400, 416, 71 L. ed. 154, P.U.R.1927A, 15, 29, 47 Sup. 
Ct. Rep. 144, and cases cited. 

It must be remembered in this connection that the comparison 
to be made is with a newly constructed plant of the same kind. 
As is said in the McCardle Case, swpra (p. 417): “There is to 
be ascertained the value of the plant used to give the service and 
not the estimated cost of a different plant.” 

The evidence shows that in an electric plant of this character 
only a small portion of the property is replaced because it wears 
P.U.R.1929B. 
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out. Commonly the major items are replaced because of changes 
in the art, because of obsolescence, or inadequacy, rather than 
because of their life having been exhausted, or because of wear 
out. 

The plaintiff’s evidence as to the amount to be allowed as “de- 
preciation” to be deducted from the cost to reproduce new in or- 
der to arrive at present value is as follows: 





Reproduction Cost New Depreciation Rate 

Electric property in Worcester: 

PE SE NE bs kacacocoasvasccs $11,732,852 $1,050,825 8.9+% 

General construction costs ............ 1,789,000 53,000 2.9+-% 

Material, labor, and general construction 

CEE k<euce cee ckscacatviniwedorenenns $13,521,852 $1,103,825 8.1+% 

Electric property in Leicester: - 

UN a ns ch weweancenee $108,836 $7,800 7.1+% 

General construction costs ............ 11,300 400 3.5+% 





Material, labor, and general construction 
OE, paameGukdcaeswkuher econo Sscawin $120,136 $8,200 68+% 


Mr. Burnell, who gave these figures, had been engaged on the 
work of this appraisal since August, 1927, being employed on it 
more or less continuously ever since, giving to it the equivalent 
of four months of his time. He testified that he himself had 
spent about two months in Worcester on this work, and that he 
had from twelve to fifteen men of the Stone & Webster staff as- 
sisting him. 

The figures above given as to depreciation represent the Stone 
& Webster estimates of accrued depreciation, giving considera- 
tion to the physical condition of the property, to accrued obsoles- 
cence where found, and to the adequacy of the property to per- 
form the work that it is intended to do, as ascertained by 
inspection and observation during the time above stated. 

Mr. Burnell also testified to figures prepared by Stone & Web- 
ster as to the amount which would be required to restore the 
property to 100 per cent operating condition, which, as to the 
property in Worcester amounted to $326,000. 

The defendants’ figures as to depreciation were as follows: 


Reproduction Cost New Depreciation Rate 
Electric property in Worcester: 
Materials and labor ........c.ccecces $10,117,653 $2,441,360 2414+% 
General construction costs ........... 1,108,226 271,515 245+% 





Material, labor, and general construc- 
NN IIIS \ osntuceiias etacieteral aac ah aici wie. Sate $11,225,879 $2,712,875 24.1+% 
P.U.R.1929B. 
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They gave no figures as to depreciation on the property in 
Leicester. 

These figures were the result of the testimony of three differ- 
ent witnesses, Mr. Miner, Mr. Rau, and Mr. Husselman, who re- 
spectively, in the main, testified as to different parts of the 
property. 

Mr. Miner testified that he had been in Worcester only four 
times, each time going from Boston by car or bus, and arriving 
there not earlier than between 10 and 11 o’clock a. m. and leaving 
Worcester between 5 and 6.30 o’clock p. m. to return to Boston, 
and that most of his work in connection with the appraisal had 
been done in Boston. 

Mr. Rau first went to Worcester about a week before the hear- 
ings began, and was there probably four days. He said he gave 
the property as a whole a cursory examination; that he found 
it well maintained; that it was normally maintained; that it 
appeared to be under good management; that he made no list of 
repairs immediately needed, and did not observe any repairs that 
had been neglected ; that it was in good operating condition to 
deliver the class of service required of it. 

Mr. Husselman testified that he was first employed in the case 
about the time that Mr. Burnell finished his testimony; that he 
came here May 31, and went to Worcester to examine the prop- 
erty on two occasions, on the first day of June for the first time, 
not getting there till noon and leaving about 5 o’clock, and on 
June 11, getting there about 10.40 a. m. and leaving about 6 
o’clock. 

[84] The defendants allow for depreciation of the general 
construction costs “Engineering and superintendence,” “Law ex- 
penditures,” “Interest,” “Taxes,” and “Miscellaneous expenses,” 
sometimes called “Overheads,” while the plaintiff allows for de- 
preciation only on the item “Engineering and superintendence.” 
In this I think the plaintiff is right. 

These items, with the exception of “Engineering and super- 
intendence,” as to which there may be some doubt, represent 
expenses which are nonrecurrent, and, therefore, will not have 


to be replaced. 
P.U.R.1929B. 
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Galveston Electric Co. v. Galveston, 272 Fed. 147, 169, 
P.U.R.1921D, 547, 578, where it was held that these items 
are not depreciable, the Court saying (p. 169): 

“That this disposition is sound as to such items as interest 
during construction, organization expense, law expense, etc., 
admits of no doubt, because under no kind of theory could they 
be supposed to be subject to depreciation, and what doubt might 
arise with reference to the propriety of including engineering 
charges in these figures is at once dissipated when it is considered 
that the property will not be constructed again as an entirety, 
but is to be kept up by annual renewals from time to time made, 
so that engineering, and other such overheads caused by the as- 
sembling of the plant, will not have to be provided against, 
because they will not be again incurred.” Affirmed 258 U. S. 
388, 66 L. ed. 678, P.U.R.1922D, 159, 42 Sup. Ct. Rep. 351. 

In determining the “fair cost of replacing” a utility the Mas- 
sachusetts Commission said: 

“In the opinion of the Commission the words ‘fair cost of 

replacing’ are equivalent to ‘cost of reproduction new less ac- 
crued depreciation,’ and this is, it seems, the interpretation which 
has always been given to the words in practice in the past. 
No allowance was made for depreciation in the case of a large 
portion of the overhead charges, on the ground that most of these 
charges would not arise in connection with replacements.” Re 
Withington, P.U.R.1917B, 410, 411. 

After careful consideration of the evidence I am satisfied that 
the defendants’ witnesses, in making their estimates of deprecia- 
tion, have allowed for elements which should not be included, 
such as possible changes in the future requirements of the com- 
pany, possible future developments and changes in the art, and 
in some instances they appeared largely to have been influenced 
by, if not to have adopted, the straight-line method of deprecia- 
tion. It is also apparent that the observation and inspection of 
the property by the defendants’ witnesses was far less extensive 
and exhaustive than that of the plaintiff’s, and that defendants’ 
depreciation estimates are largely based on consideration of rec- 


ords as distinguished from observation of the property. The 
P.U.R.1929B. 
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deduction of approximately 25 per cent of the cost new to cover 
accrued depreciation of a property which is admittedly well main- 
tained, “its production efficiency is as good now as it would be 
when new,” (Ree. p. 3151) and which is serving the people of 
Worcester “more efliciently” than it was the first year it was in 
operation (Rec. p. 3152), seems to me to be wholly unsupported 
by the evidence. McCardle v. Indianapolis Water Co. 272 U. 8S. 
U. S. 400, 416, 71 L. ed. 154, P.U.R.1927A, 15, 47 Sup. Ct. 
Rep. 144. 

While I think the plaintiff’s estimate much more nearly repre- 
sents the facts as to the present condition of the property, I think 
there are substantial items, such as the general office building 
where extensive changes were already planned, the pole line, and 
the old stack at Faraday street, in which the plaintiff has failed 
to recognize sufficiently the depreciation due to admitted present 
conditions. As against this the plaintiff deducted for deprecia- 
tion on the cost of paving which I have not adopted. To allow 
for these matters I think $250,000 should be added to the plain- 
tiff’s depreciation on materials and labor, which would make it 
approximately 11 per cent of the materials and labor cost. 

I, therefore, adopt 11 per cent as the rate of depreciation on the 
materials and labor items in Worcester, and the plaintiff’s figure 
for depreciation on general construction costs. 

I find the cost to reproduce new of the property in Worcester, 
and the amount of accrued depreciation to be deducted therefrom 


to be as follows: 
P.U.R.1929B. 
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Electrical Property in Worcester. 








Cost to 
Reproduce 
New 
I Ro ons DR eeneR Cae eee hE eeeee ee " $435,063 
Construction and Equipment. 
(a) Material and labor: 
BD Sa ceiewsnc an ccgcssbesiiedeceuneseedeews $1,442,695 
BE OIE ooo cociscwccccssnccscecees 1,345,492 
ET SE. bones en eek heeesscdnawoues 1,182,781 
SCD os was sac ade dcnrcctnaitecsen 350,321 
Miscellaneous power plant equipment—steam ..... 66,577 
EON INE og 5 vee cc sesscwicsdcerdenes 678,939 
Poles, fixtures and overhead conductors .......... 796,367 
SONNE GHEE oo. cbc cscdcccioncccccccste 2,100,108 
WIREUEPONE GEGRINEES 2. wc ccc ciccccccicecsscese 1,705,872 
I hs oot ad ce hwo ah we Rheem ° 482,434 
Consumers’ meter installation .................. ° 63,648 
I gor ee Sa wine Wig g Roa aac aalee ‘ 356,658 
SUOMMEONENET. TBURTERLION oc ons ccccccssccccevccee 71,608 
Street lighting equipment .............cccccsccee 477,362 
NE ec occe a Siriaas seedia tng wee ee Kamas 76,861 
ec ee CCE TEE 8,681 
OOD GUE os ev vccccrccecccecsescceciece 5,850 
Transportation equipment ............s.ccccccces 74,885 
DENNING. 25 ccc cecccivsccsecvesnsese 27,717 
Miscellaneous equipment ........-...0.eeeeeeeee 23,786 
Se SE SIN TOD a vikcieccccncsscnsaes $11,338,642 
(b) General construction costs: 
Engineering and superintendence ..............-- $566,935 
Law expenditures during construction ............ 25,000 
Interest during construction .............-.++46. 833,913 
Taxes Gurimg COMSErUCEION ..... 22... csccercccoes 45,000 
Miscellaneous expenditures during construction .... 119,446 
Total general construction costs ............. $1,590,294 
Total construction and equipment ..................00-- 12,928,936 
$13,363,999 
EEE pki dnrknvbtessetee ed sens ceenmenewes $119,446 
bo, MERE TOC ECE TCT 750,000 
ccc srncdisus ad idecedemnrenate 711,172 
WIE voce aatnneesdncsacncavarnecensoees 1,494,461 3,075,079 
Grand total all property in Worcester ................... $16,439,078 
Deduct accrued depreciation 11 per cent on material 
“ @¢ RSS eee re ee en $1,247,250 
Plaintiff's allowance on engineering and superin- 
CE sc tiuns Si et aware aeates cease cee wee 53,000 
Total deduction accrued depreciation ..............eeee8: 1,300,250 


July 1, 1927 value cost to reproduce new less accrued deprecia- 
OOO Ee ere PE OTT ET OT CPOE $15,138,828 


The estimate of original cost prepared by Stone & Webster and 
referred to above gives the actual cost of the property in Worces- 


ter, material and labor, $9,033,062. 
P.U.R.1929B. 
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The application to this amount of the trend of prices for elec- 
tric property, as shown by the chart of trended prices above re- 
ferred to, gives a result of present cost of material and labor 
$12,310,620, which is about 8 per cent more than the corre- 
sponding figure I have arrived at in the appraisal. 


Property in Leicester. 


With regard to the electric property in Leicester I find the 
July 1, 1927 cost to reproduce new as follows: 








SE icc petan wena dug Shawna oe deg ERNE gE sath eeetee gestion $600 
nN GE OIE ok sais. dias vintadwesesnescsaniencccaene 120,136 
WEEE oo ca 5 ce cichi v.00 40 esnncddamsnSucueennocereamcwwan 33,800 
De I i665 RAE NA EAR EDEK Keene eaenetem meee $154,536 
From which is to be deducted for accrued depreciation .......... 8,200 
$146,336 


This makes the July 1, 1927 cost to reproduce the entire 
property $16,593,614. 

Total July 1, 1927 cost to reproduce the entire property less 
accrued depreciation $15,285,164. 

From July 1, 1927 to December 31, 1927 there were net addi- 
tions amounting to $236,171, making the total cost to reproduce 
the property in use December 31, 1927, less accrued depreciation 
$15,523,335. 

Rate of Return. 


In considering what is the proper rate of return which the 
plaintiff should be allowed to earn it must be remembered that 
this refers to the ratio between the net earnings and the present 
value of the plaintiff’s property ; it is “a reasonable rate of return 
on the value of the property at the time of the investigation and 
for a reasonable time in the immediate future.” McCardle v. 
Indianapolis Water Co. 272 U. S. 400, 408, 71 L. ed. 154, 
P.U.R.1927A, 15, 22, 47 Sup. Ct. Rep. 144. 

“The return should be reasonably sufficient to assure con- 
fidence in the financial soundness of the utility and should be 
adequate, under efficient and economical management, to main- 
tain and support its credit and enable it to raise the money 
necessary for the proper discharge of its public duties.” Blue 


field Water Works & Improv. Co. v. Public Service Commission, 
P.U.R.1929B. 
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262 U. S. 679, 692, 67 L. ed. 1176, P.U.R.1923D, 11, 21, 43 
Sup. Ct. Rep. 675. 

“The rate of return on the property is not to be confounded 
with the amount of dividends that a corporation might pay on 
its capital stock. Indeed, according to all successful business 
experience, a corporation paying out in dividends all or even the 
major part of its net earnings is courting speedy disaster.” Con- 
solidated Gas Co. v. Prendergast, 6 F. (2d) 243, 280, P.U.R. 
19250, 744, 749. 

The defendants introduced the evidence of Mr. Herdman, an 
investment statistician employed by Jordan Lyman Company in 
Boston. He testified that he established the trend of various 
groups of securities over a period of years; the movement of 
commodity prices in relation to interest rates; that commodity 
prices are a vital factor in the rate of return demanded by the 
investor, the two moving together very closely; that the Massa- 
chusetts tax is reflected in the price and makes the stock of Mas- 
sachusetts companies more attractive; that the attitude of in- 
vestors toward electric lighting securities is very favorable with 
the idea that more profits will be made and more return in divi- 
dends; that the Massachusetts companies as a class have less 
bonds than companies outside of Massachusetts; that the yield 
on bonds is considerably less than on stocks; many Massachusetts 
companies being able to finance with 44 per cent coupons on 
short-term bonds, and several could on long term bonds; he had 
made a study of the net earnings of ten representative Massachu- 
setts electric lighting companies, and of the market value of their 
securities, which he embodied in a chart which was put in evi- 
dence; he also testified to charts showing the trend of government 
bonds and the return thereon, from 1920 to 1928, the yield of 
relatively high grade long term railroad bonds from 1870 to 
1928, the trend of yield of public utility bonds from 1900 to 
1928, and the trend of commodity prices from 1800 to 1928, all 
of which were put in evidence. From these various factors he 
gave it as his opinion that in order to maintain its credit and to 
attract new capital the net earnings of an electric light company 
in Massachusetts should be 6 per cent of the market value of 


all its securities outstanding. He also said that per cent of re- 
P.U.R.1929B. 
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turn would be very much less if the comparison were made with 
the amount of dividends actually paid on the securities. 

The Commission in its report on this case says that “The 
market value of the company’s stock is, and for sometime has 
been, at least six times the par value.” 

It appeared that in June and the summer of 1927 the plain- 
tiff’s stock was selling at $208-$210 a share. There are 96,000 
shares, so that the market value of all the outstanding securities 
of the plaintiff at that time would be approximately $20,000,000 
and 6 per cent of that amount would be approximately $1,200,- 
000 as the requisite net earnings if figured according to Mr. 
Herdman’s formula. 

Mr. Attwill, one of the defendants, who has been Chairman of 
the Massachusetts Department of Public Utilities since 1919, 
testified that dealing with the issue of stock, and determining the 
price at which it shall be sold, is, in a large sense one of the 
major activities of the Department; perhaps the largest of the 
activities; that the statute provides “in the instance of the gas 
and electric companies that the directors shall prescribe the price 
at which the stock shall be sold; and that price has to be approved 
by the Department, and the statute provides that it shall not be 
issued at a price so low as to be inconsistent with public in- 
terest, and if the Department in reviewing the question comes 
to the conclusion that it is so low as to be inconsistent with 
the public interest, then we will require a higher price,” and 
that the expression “so low as to be inconsistent with the public 
interest” was interpreted to mean “that the price should not be 
lower than the price at which the stock would sell readily in the 
market.” He also testified that he had occasion while he has 
been on the Commission to consider and know “the going rate 
which will attract capital as an income on electric light com- 
pany’s securities here in Massachusetts of the character and 
standing” of the plaintiff, and that that rate is, and was in 1927, 
“something between 5 and 6 per cent on electric companies, pos- 
sibly lower at the present time;” also that he had occasion to 
consider in the same connection “what return on the value of 
the property employed by a company such as this was reasonably 
sufficient to assure confidence in the financial soundness of the 
P.U.R.1929B. 
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utility and adequate, under efficient management, to maintain 
and support its credit and enable it to raise the money necessary 
for the proper discharge of its proper duties,” and that such 
return would be “substantially as the answer before, because, as 
I have said its capital is represented entirely by stock;” also 
that in his opinion the “rate of return sufficient to attract new 
capital for investment in the Worcester Electric Light Company, 
or plant, or a company similar to the Worcester Electric Light 
Company, in 1927,—and by ‘return’ I mean a return upon the 
value of all the property and assets of the company” would be 
“6 per cent or something less;” that in the matters before the 
Department the question of the value of the company’s property 
usually has not been raised, “it has been the unusual thing, and 
not until recently has it been raised,—I think raised at all 
seriously” until raised in this case. 

It appeared that in 1921 the plaintiff applied to the Depart- 
ment for authority to issue 4,000 new shares, par value $100 
each, at the price of $155 each. At the hearing on this appli- 
cation before the Department “it was stated in answer to the 


question from the members of the Department that the dividend 
was 12 per cent and that extra dividends had been paid in the 
last two years, the preceding year being 9 per cent, making a 
total of 21 per cent.” One of the Commissioners said “the price 
of $155 troubled him as to whether or not it was too lew. He 
thought it was rather low.” In response to an inquiry as to 
how the figure of $155 was arrived at it was stated that the 


directors “felt $150 was a fair price.” 


“8 per cent does not look very large now but it used to be quite 
material.” The Department approved the issue at the price of 
$155. August 1, 1921, this stock was issued to stockholders at 
$155 a share, and on September 23, 1921, a dividend of 3 per 
cent was declared on all the stock, including the new issue, and 
on December 23, 1921, a similar dividend of 3 per cent was 
declared. The next year dividends amounting to 20 per cent 
were declared on all the stock. 

During the last five years the net earnings of the plaintiff 
(after deducting the charge for depreciation) and the dividends 
paid on the stock were as follows: 1927, earnings $1,068,788.66, 
P.U.R.1929B. 


The Commission said 
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dividends $576,000; 1926, earnings $804,869.42, dividends 
$1,104,000 (this included a special dividend of $720,000 made 
for the purpose of adjusting the book value of the stock in con- 
nection with a proposed merger with the gas company); 1925, 
earnings $891,001.66, dividends $552,000; 1924, earnings $803,- 
194.09, dividends $528,000; 1923, earnings $799,541.74, divi- 
dends $480,000. 

From the foregoing it appears, that in no one of the past five 
years have the net earnings of the plaintiff reached the amount 
set by Mr. Herdman as the necessary ratio to market value, as 
shown by the sales in 1927, and that if $150 (the minimum esti- 
mate of the Department) be taken as the basis for determining 
market value, the net earnings in 1923, 1924, and 1926 did not 
come up to Mr. Herdman’s ratio; also that in 1921 the Depart- 
ment recognized approximately 8 per cent as the return neces- 
sary to secure new capital as against Mr. Attwill’s present esti- 
mate of 6 per cent or something less. 

The plaintiff introduced the evidence of Mr. McGregor, vice 
president of Harris, Forbes & Company, investment bankers in 
Boston, who testified that he was familiar with the financing and 
operation of public utilities generally in the state of Massachu- 
setts and in the city of Worcester; that he is familiar with the 
rate of return over and above operating expenses, taxes, and 
maintenance charges which investors in public securities expect, 
and that this is not identical with the dividend rate on the stock; 
that a public utility enterprise in order to assure confidence in 
its financial stability and to create and maintain credit so as to 
enable it to obtain funds in all future contingencies must earn 
a return which provides a margin above any requirements for 
interest or dividends, in order to attract capital, and that such 
return should be at least 8 per cent on the present value of the 
property; that this has no necessary relation to the original in- 
vestment in the property; that this 8 per cent would be for dis- 
tribution, for interest, for dividends and for a surplus margin 
over these, so that you would have a reasonable expectancy of 
continuing to get it in years to come; that a going public utility 
company ought to show a return of at least 8 per cent on the 


value of its property in order to keep its credit and securities 
P.U.R.1929B. 6 








82 UNITED STATES DISTRICT COURT. 


in such condition that it can comfortably finance itself for its 
requirements from time to time as it continues; that if it was 
an entirely new proposition it might be more; that in Massa- 
chusetts few companies of this character have any bond issues; 
that because of the tax situation in Massachusetts stocks of this 
character sell at high prices. 

[35] It seems clear that the rate of return on the value of 
the property is not to be determined by the rate of return on 
securities, and that it should be something more than is re- 
quired by the rate to be paid for new capital. No business is 
free from risks and uncertainties, and the business of electric 
service is susceptible to fluctuations from changes in demand due 
to general business conditions, especially in an industrial and 
business community, and from variations in the cost of fuel, 
supplies, ete. The net earnings should be such as to give ade- 
quate protection against such uncertainties, and a reasonable as- 
surance that the rate of return required by new capital will con- 
tinue to be paid. 

[86] I think the evidence sustains 8 per cent on the value of 
its property as the rate of net return which the plaintiff is en- 
titled to earn. This also seems to be in accord with recent deci- 
sions, some of which appear to treat this rate as established as 
matter of law. New York Teleph. Co. v. Prendergast, 300 Fed. 
822, P.U.R.1925A, 491; Consolidated Gas Co. v. Prendergast, 
6 F. (2d) 243, P.U.R.1925B, 773, P.U.R.1925C, 744; Kings 
County Lighting Co. v. Prendergast, 7 F. (2d) 192, P.U.R. 
1925C, 705, P.U.R.1925E, 5. Affirmed 272 U. S. 579, 71 L. 
ed. 249, P.U.R.1927A, 39, 47 Sup. Ct. Rep. 199; Brooklyn 
Union Gas Co. v. Prendergast, 7 F. (2d) 628, P.U.R.1926A, 
412. Affirmed 272 U. S. 579, 71 L. ed. 249, P.U.R.1927A, 39, 
47 Sup. Ct. Rep. 199; New York & Richmond Gas Co. v. Pren- 
dergast, 10 F. (2d) 167, P.U.R.1925E, 19, P.U.R.1926B, 759; 
Springfield Gas & E. Co. v. Public Service Commission, 10 F. 
(2d) 252, P.U.R.1926C, 858; United Fuel Gas Co. v. Public 
Service Commission, 14 F. (2d) 209, P.U.R.1927A, 707; 
Brooklyn Borough Gas Co. v. Prendergast, 16 F. (2d) 615, 
P.U.R. 1927A, 200; Interborough Transit v. Gilchrist, 26 F. 
(2d) 912, P.U.R.1928D, 92. 

P.U.R.1929B. 
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Earnings. 


In the report issued by the Department in connection with the 
order prescribing reduced rates, it was estimated that, allowing 
for an increased use for domestic purposes because of reduction 
in rates, the net available revenue would be in excess of $600,- 
000. 

Because of the injunction issued in this case, the prescribed 
rates in fact have not been in force, but computation of net 
available revenue under the prescribed rates, as applied to the 
business of the plaintiff, as actually conducted, showed that the 
net available income under these rates, if applied to the entire 
period of twelve months ending June 30, 1927, would have been 
$604,699.72, and if applied to the entire period of twelve months 
ending December 31, 1927, would have been $660,437.83. 

Counsel for defendants put in evidence a forecast estimate as 
to the net available income which would result under the pre- 
scribed rates for the period of twelve months ending December 
31, 1928. This was prepared in June, 1928 by an employee of 
a firm of public accountants who had a technical electrical en- 
gineering education, and it was based upon his studies of the 
company’s records, but without other knowledge as to conditions 
in Worcester, and it forecast a net available income for the full 
year 1928 amounting to $1,186,053.34. 

Some time after the closing of the evidence and arguments, 
I suggested to counsel the desirability of showing what the net 
result of the prescribed rates would be if applied to the actual 
operations of the company for a period of at least a year after 
the effective date of the order. 

Thereafter, by agreement of counsel, there were submitted to 
me certain statements showing actual operations of the plaintiff 
for a period of twelve months ending September 30, 1928, ad- 
justed to the prescribed rates, together with letters of counsel 
commenting thereon, all of which by agreement of counsel have 
been marked as exhibits in the case, and are numbered respective- 
ly: Exhibits 144, 145, 146, 147, 148, 149, 150, 151, 151a, 
152, and 153. 

From these exhibits it appears that if the prescribed rates 


were applied to the actual business as carried on by the company 
P.U.R.1929B. 
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for the period of twelve months ending September 30, 1928, with 
the expenses and charges actually made by the company for that 
period, the net available return would have been $729,690.01. 

It is, of course, possible that the actual use of the prescribed 
rates might result in some increase in business, to what extent 
is problematical. 

Counsel for defendants contend that the net available revenue 
shown by actual operations is improperly reduced by charging 
to current income the expenses incident to this rate case, and 
by the allowance of a charge for annual depreciation greater than 
is required. There were included in the actual operations of 
the company items of rate case expense, and charges for annual 
depreciation, as follows: 


For the period of twelve months ending June 30, 1927, rate case 


CI, BieR Whe iii Kd dininhie Wis Aa Aiea oa S SRK EReRE eRe hen $16,493.27 
COIS TOP GINS GUNRERII. x. 55 coc io. o oc cceiesciesiesicvce .. 422,248.95 
For the period of twelve months ending December 31, 1927, rate 

SED, nec cocaepcscudotesrsretecepeeweseeededxeneme 106,788.18 
Charge for annual depreciation .... ......20..scccescesccvecse 427,537.00 
For the period of twelve months ending September 30, 1928, rate 

Ee errr rrr tray rr ree Terre rr 141,634.85 
Chaves Sek GRRE GORTORAGIOR ooo ccc ccsscsccscssscccsessns 436,784.05 


[37] In the forecast for the entire year 1928, submitted by 
counsel for defendants, there was no provision for payment of 
any rate case expense, and the allowance for annual depreciation 
was $251,186.17, which was made up of $5,191.64, that being 
the amount allowed by the company for annual depreciation on 
the property in Leicester, and $245,994.53, which was an 
amount testified to by Mr. Husselman as, in his opinion, being 
a sufficient allowance for annual depreciation of the property in 
Worcester, and was arrived at by him by percentages of original 
cost, after deduction for what he considered salvage values, and 
allowances for retirements and previous depreciation. 

As has been pointed out above, the annual charge for deprecia- 
tion is not a definite determination of exact accrued deprecia- 
tion. 

It includes more than accrued and accruing deterioration and 
obsolescence from use and time; it is also an attempt to provide 
against future uncertainties and contingencies of different kinds. 
It should include what observation and experience suggest as 


likely to happen with some margin over. New York Teleph. Co. 
P.U.R.1929B. 

















WORCESTER ELECTRIC LIGHT CO. v. ATTWILL. 85 


v. Prendergast, 300 Fed. 822, P.U.R.1925A, 491; Southern Bell 
Teleph. & Teleg. Co. v. Railroad Commission, 5 F. (2d) 77, 
P.U.R.1926A, 6. 

Obviously this requires the exercise of sound business judg- 
ment based on knowledge and experience of the property. 

The evidence shows that it was the practice of the plaintiff to 
determine the amount of its annual charge for depreciation after 
consideration by its officers who were familiar with the property, 
and were experienced regarding it, and upon whom rested the 
responsibility for its current and future successful operation. 
It appeared that over a period of years the policy of the plaintiff 
as to annual depreciation was continuous, and that there had 
been deducted as an operating charge, and reported as such to 
the Department, amounts for annual depreciations as follows: 
In 1925, $415,207, in 1926, $422,248, in 1927, $427,537. In 
the order prescribing rates, and in the opinions rendered by 
members of the Department in connection therewith, there is 
no criticism of the practice of the company as to its charge for 
annual depreciation, and no suggestion that such charges are ex- 
cessive, or that they should be decreased. 

“Tt must never be forgotten that while the state may regulate 
with a view to enforcing reasonable rates and charges, it is not 
the owner of the property of public utility companies and is not 
clothed with the general power of management incident to own- 
ership. The applicable general rule is well expressed in State 
Public Utilities Commission ex rel. Springfield v. Springfield 
Gas & E. Co. 291 Ill. 209, 234, P.U.R.19200, 640, 125 N. E. 
891. ‘The Commission is not the financial manager of the cor- 
poration and it is not empowered to substitute its judgment for 
that of the directors of the corporation; nor can it ignore items 
charged by the utility as operating expenses unless there is an 
abuse of discretion in that regard by the corporate officers.’ ” 
Missouri ex rel. Southwestern Bell Teleph. Co. v. Public Service 
Commission, 262 U. S. 276, 289, 67 L. ed. 981, P.U.R.1923C, 
193, 200, 43 Sup. Ct. Rep. 544. 

“While the city may prescribe rates for telephone service, it 
is not the owner of the telephone plant. The telephone company 


is the owner of the plant and operates it. Its officers and em- 
P.U.R.1929B. 
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ployees are charged with the responsibility of its operation. 
Their experience enables them to form a judgment with refer- 
ence to the amount to be reserved for depreciation. Until the 
Interstate Commerce Commission through its investigation shows 
the amount reserved by the company to be excessive, prudence 
would dictate that the judgment of the company upon that point 
should be permitted to stand.” Southwestern Bell Teleph. Co. 
v. Fort Smith, 294 Fed. 102, 108, P.U.R.1924E, 662, 670. 
Affirmed 270 U. S. 627, 70 L. ed. 768, 46 Sup. Ct. Rep. 206. 

In this case I think the company’s determination as to the 
charge for annual depreciation should prevail. 

[38] With regard to the rate case expenses I see no ground 
for finding that they were improperly or improvidently incurred, 
or that they are excessive in amount in view of the importance 
and complicated nature of the matters involved. The expenses 
of this character incurred approximate, and probably already 
exceed, $150,000. 

It is not questioned by the defendants that this constitutes only 
a part of the expense which will be incurred in connection with 
this case. 

While counsel for the defendants object to the inclusion of 
these items of expense in arriving at net income, they make no 
suggestion as to how they can be provided for other than by being 
charged to current income. They do, however, suggest that if 
they are to be included as an expense they should not all be in- 
cluded as an operating expense covering only one year. Counsel 
for plaintiff has suggested that these expenses be apportioned 
over a period of three years, and refers to the decisions of various 
Public Utility Commissions in which such expenses have been 
apportioned, in some instances over a period of three years, and 
in other instances over a period of four years. 

An apportionment to current expenses of $50,000 a year should 
take care of this expense in from three to four years, which seems 
to me to be a fair and practicable method of treatment of this 
expense, and I, therefore, adopt it; thus decreasing by $91,- 
634.85 the expenses for the year ending September 30, 1928. 

The gross electrical revenue for the year ending September 30, 
1928, arrived at by applying the prescribed rates to the actual 


operations for that period was: 
P.U.R.1929B. 
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er ee eT er, rT Cr $3,225,297.63 
The operating costs and fixed charges for the 

same period were (Exhibit 146) ........... $2,573,861.98 
Adjustment due to decrease in federal income 

tax if prescribed rates had been in force (Ex- 





ee ee re rae om 51,434.02 
$2,522,427.96 
Adjustment for excess rate expense ........... 91,634.85 2,430,793.11 
Net available income from electric service .............-eeee. $794,504.52 
Apportionment. 


In the report containing the order reducing the rates the De- 
partment says that the proposed reduction “in our judgment, 
will not deny the company any constitutional right if the reduced 
rate produces an adequate return from the class of business to 
which it applies after the payment of such portion of the operat- 
ing expenses and fixed charges as should be allocated to the 
class,” and after some explanation and discussion of the factors 
involved in this view, they make an estimate of the gross revenue 
to be derived from domestic and commercial lighting at the pre- 
scribed rates, and say “We believe this amount of revenue is 
more than ample to meet that portion of the operating expenses 
and fixed charges which may be properly allocated to these two 
classes of business, and to yield an adequate return upon the fair 
value of that portion of the property fairly assignable to these 
classes.” 

This report of the Department, however, contains no findings 
of fact as to that portion of the property employed, or of the 
operating expenses and fixed charges, which properly are assign- 
able to the classes of residential and commercial lighting. 

Certain facts are clearly established by the evidence before me: 

The gross revenue from residential and commercial lighting 
substantially exceeds the gross revenue from all the other classes 
of electric service. For the year ending September 30, 1928, the 
gross revenue from all electric service, adjusted to the prescribed 
rates, would be $3,225,297.63 (Exhibit 144) of which the res- 
idential lighting in Worcester, and the commercial lighting pro- 
duced $1,651,450 or slightly more than 52.1 per cent, while the 
gross revenue from power sales was $1,131,246, or slightly over 
35 per cent. 

During the same period the total sales of electricity amounted 


to 100,355,717 kilowatt hours, of which 33,850,052 kilowatt 
P.U.R.1929B. 
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hours, or 33.73 per cent, went to residence light in Worcester 
and to commercial light, and 56,999,089 kilowatt hours, or 56.81 
per cent, went to power. 

In other words the gross revenue from light was about 146 
per cent of the gross revenue from power, although the amount 
of electric energy used for light was less than 60 per cent of the 
amount used for power. 

There is no coincidence of peak demand for power with the 
peak demand for light. 

Because of the resistance in the apparatus to which the power 
service is supplied a greater amount of productive capacity is 
required and used in delivering a given quantity of electric 
energy to power service than for the same quantity delivered to 
light service. 

On the other hand the continuity of the use for power is more 
favorable than that for light. 

The plaintiff, as a part of its direct case, introduced the opinion 
evidence of a technical expert as to the apportionment to the 
different classes of service of the property used and the costs of 
operation, for the purpose of determining the net available in- 
come for each class, and the rate of return on the property 
apportioned to each class. This evidence was a cost analysis, 
made by the witness, which was based upon three elements, viz. : 
the number of customers, the amount of electric energy delivered, 
and the demand, or peak, which is the highest amount used at 
any one time. The result was an apportionment to light of 52.2 
per cent and to power of 35.13 per cent of all the property used 
in electric service, and an apportionment of operating costs and 
fixed charges 52 per cent to light and 36 per cent to power. 

[39] The defendants also introduced the evidence of a tech- 
nical expert on the same subject which resulted in an apportion- 
ment of property 42.7 per cent to light and 34.52 per cent to 
power, and an apportionment of expenses 44.08 per cent to light 
and 40.58 per cent to power. Stated in comparative form: 


Apportionment, 


Property to Light, To Power. Expense to Light, To Power. 
Plaintiff .... 52.2% 35.13% 52% 36% 
Defendants . 42.70 34.52 44.08 40.58 


A great part of the difference between the two results is due 
P.U.R.1929B. 
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to the difference in the degree in which the so-called demand 
factor is recognized and applied to different parts of the property 
and items of expense. 

Whatever may be thought of the theory on which the plaintiff’s 
apportionment was worked out, it is apparent that the results 
depend upon and reflect personal judgment both in the selection 
of the different items to which the different basic elements re- 
spectively are to be applied, and the degree of such application. 
While recognizing that such selection and application involve 
technique and experience I think that the results so obtained can- 
not be blindly accepted, but must be weighed in comparison with 
the facts in the case. 

I have given much consideration to this subject. The plain- 
tiff’s evidence as to apportionment of property and expenses fails 
to convince me. I am satisfied that the results obtained by the 
plaintiff’s cost analysis are out of line with undisputed evidence, 
and I am unable to accept them. As between the plaintiff’s and 
defendants’ apportionment I accept and adopt that of the de- 
fendants. 

The plaintiff, notwithstanding it introduced evidence as to ap- 
portionment as a part of its direct case, strongly contends that 
there should be no apportionment in this case, and that the ques- 
tion of confiscation should be determined solely by the ratio of the 
entire net income from electrical service to the total property 
employed in electrical service. 

[40, 41] It urges that the rates for power, as a practical mat- 
ter, are controlled by business conditions, and that by reason of 
competition, and the possibility of installation of private equip- 
ment in substitution for the company’s service, it cannot obtain 
a greater revenue from power; that its power service is a part 
of its public service, developed with the approval of the Depart- 
ment, if not at its suggestion, and that the power rates as well as 
all other rates are subject to the regulation of the Department. 

Assuming that all this is true, it seems to me to be beside the 
point in this case. The only question before this Court is wheth- 
er the plaintiff is deprived of the use of its property without 
adequate compensation; the only ground for suggesting that it is 
so deprived of its property arises from the restriction imposed 
P.U.R.1929B. 
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by the Department upon rates to be charged. The order of the 
Department which is complained of applies only to the maximum 
net price for electricity sold in Worcester. The evidence shows, 
and the case has proceeded entirely upon the assumption and 
admission, that the only rates affected by this order are those 
for residential and commercial lighting in Worcester. So far as 
the plaintiff’s other rates are concerned it appears that, to avoid 
any possibility or suggestion that they might be affected by this 
order, they were re-established by the plaintiff and approved by 
the Department, and there has been no evidence before me that 
the plaintiff in any way is restricted by the Department as to 
those other rates. Such restrictions or limitations, if any, as 
there may be in the way of an increase in those other rates arises 
wholly by reason of business policy, or because of the existence 
of conditions in no way to be attributed to the act of the Depart- 
ment. 

The mere fact, assuming it to be a fact, that the plaintiff’s en- 
tire net income from electrical service is not an adequate return 
on the fair value of all its property employed in that service, 
taken by itself does not entitle the plaintiff to prevail. The real 
basis of complaint is not only that such a situation exists, but that 
it is due to the restrictive action of the defendants. If, upon 
analysis of the situation, it appears that the failure to earn ade- 
quate return is due to causes for which the defendants are not 
responsible, the plaintiff cannot prevail. If it be said that the 
situation is due to two sets of causes, one of which is the restric- 
tive act of the defendants, the question arises in what way, and 
to what extent, does that act operate to produce the result, which 
is only another way of saying can the revenue affected by the 
order, and the property used and expenses assignable to that 
revenue be allocated, or apportioned, and does such apportion- 
ment show an adequate return. 

There is no difficulty in separating from the electric revenue 
of the plaintiff that portion which is derived from the affected 
rates. In fact the accounts kept by the company and the returns 
made by it show such separation. 

The allocation to the classes of service affected of a just and 


fair proportion of the property used in service and of operating 
P.U.R.1929B. 
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expenses and fixed charges may be, and doubtless is, difficult and 
technical and dependent upon technical and experienced judg- 
ment, nevertheless both sides have undertaken to do it, and have 
put in evidence the results. Cambridge Electric Light Co. v. 
Attwill, 25 F. (2d) 485. 

I find that that portion of the property used and useful in ren- 
dering the service under Schedules “A” and “B” is 42.7 per cent 
of all the property of the plaintiff used and useful in electric 
service ; that that portion of the expenses and fixed charges to be 
attributed to the service under Schedules “A” and “B” is 44.08 
per cent of all the expenses and fixed charges incurred in electric 
service; and that the gross revenue under Schedules “A” and 
“B” for the period of twelve months ending September 30, 1928, 
would be at least $1,651,450. 


Conclusion. 


I make the following findings: 
The fair value on July 1, 1927 of all the property used and 
useful in the electric service was not less than $15,285,000. 

The fair value on July 1, 1927 of all the property in Worces- 
ter used and useful in the electric service was not less than 
$15,138,000. 

The fair value on July 1, 1927 of the property in Leicester 
used and useful in the electric service was not less than $146,000. 

The fair value on December 31, 1927 of all the property used 
and useful in the electric service was not less than $15,523,000. 

The fair value on December 31, 1927 of all the property in 
Worcester used and useful in the electric service was not less than 
$15,376,000. 

The fair value on July 1, 1927 of that portion of the property 
used and useful in rendering the electric service under Schedules 
“A” and “B” was not less than $6,526,000. 

Under the prescribed rates the gross electrical revenue for the 
period of twelve months ending September 30, 1928, would be 
not less than $3,225, 297. 

Under the same rates, and for the same period, the operating 
‘costs and fixed charges incurred in electric service would be 
$2,430,793. 

P.U.R.1929B. 
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Under the same rates and for the same period the net available 
income from electric service would be not less than $794,504. 

Under the same rates and for the same period the gross revenue 
from electric service under Schedules “A” and “B” would be not 
less than $1,651,450. 

Under the same rates and for the same period the operating 
expenses and fixed charges incurred in rendering the electric 
service under Schedules “A” and “B” would be $1,071,493. 

Under the same rates and for the same period the net avail- 
able income from electric service under Schedules “A” and “B” 
would be not less than $579,957. 

The return on the fair value of all the property of the plaintiff 
used and useful in rendering electric service would be less than 
6 per cent of that value, if the order of the Department fixing 
the maximum rates in Worcester at 5 cents is in force. 

The return on the fair value of the property of the plaintiff 
used and useful in rendering electric service to the classes of 
service affected by the order of the Department fixing the maxi- 
mum rates in Worcester at 5 cents would be more than 8 per cent 
of that value. 

I find that 8 per cent is a reasonable rate of return and is not 
confiscatory. 

I rule that if the order of the Department fixing the maximum 
rate in Worcester at 5 cents permits the plaintiff to earn a rea- 
sonable and nonconfiscatory return on the fair value of its prop- 
erty used and useful,in rendering the service under the classes 
affected by that order, and the order is valid and the plaintiff 
cannot prevail. 

I find and rule that the order of the Department fixing a maxi- 
mum rate of 5 cents in Worcester does not prevent the plaintiff 
from earning an adequate return upon the fair value of that por- 
tion of its property used and useful in rendering electric service 
to the classes of service affected by the order, and therefore, that 
such order is valid and is not confiscatory. 

I recommend that a decree be entered dissolving the injunction 
heretofore issued in this case, and dismissing the bill of com- 
plaint. , 

I transmit herewith all the testimony and evidence received by 
P.U.R.1929B. 
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me, being a stenographic report of the hearings before me at 
which evidence was submitted and including rulings as to the 
admissibility of evidence and exceptions thereto, all consisting of 
eight bound volumes, together with the original exhibits received 
by me and numbered respectively 1-128 inclusive, 130-153 in- 
clusive. 





NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS. 


RE PLAINFIELD-UNION WATER COMPANY. 


Service — Rules and regulations — Commissions — Power of utility 
to adopt rule. 
1. The Board’s authority to fix just and reasonable regulations for 
public utilities does not divest the utility of power to adopt regulations 
not inconsistent with those fixed by the Board, p. 95. 


Payment — Rules — Discontinuing water for nonpayment. 

2. It is the duty of a water company in revising its regulations 
to prevent patrons from waiting until the employee comes to cut off the 
water before making payment to notify the Board and customers of such 
a change in its procedure, p. 95. 


Payment — Rules — Discontinuance for nonpayment. 

3. A rule of a water company directing its employees, sent to cut 
off water of patrons for nonpayment, to refuse payment at that time 
is a reasonable regulation to prevent abuse of credit, providing adequate 
notice is given of such procedure, p. 95. 


[January 8, 1929.] 


Investigation by the Commission on its own motion of the 
practices of a water company with regard to discontinuing serv- 
ice for nonpayment of bills; no final order entered. 

Appearances: John W. Queen for the Board of Public Utility 
Commissioners; Frank Bergen for the Plainfield-Union Water 
Company. 


By the Board: The Board received a number of informal 
complaints to the effect that the supply of water to complainants’ 
premises had been discontinued by the Plainfield-Union Water 
Company. The discontinuance of service it appeared, was due 
to the fact that the complainants were in arrears of payment for 


water supplied. It further appeared that the company’s em- 
P.U.R.1929B. 
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ployee upon going to the premises of the complainants to discon- 
tinue the supply of water refused to accept offered payment of 
the amount, claimed to be due, but turned off the water. 

Following receipt of these complaints, the Board on its own 
motion called a hearing on the question of the reasonableness of 
the company’s rules with respect to discontinuance of service 
when the payment of bills is in arrears. The hearing so held 
disclosed the fact that the rules of the company are in general 
consistent with rules approved by the Board. These rules pro- 
vide that service may be discontinued “for neglecting to make or 
renew advance payments or for nonpayment for water service, 
or any other charges accruing under the application.” 

This, however, is qualified by the following quoted from 
“Rules, Regulations and Recommendations for Water Utilities” 
issued by the Board. 

“Under the heading ‘Service,’ conditions are mentioned under 
which service may be discontinued. Such discontinuance should 
not to be arbitrary, but reasonable notice should be given in every 
ease in order that the customer may have opportunity to correct 
or remove the condition giving cause for discontinuance, or, in 
the event of disagreement, to submit the matter in dispute to this 
Board.” 

It does not appear that the company, prior to discontinuance 
of service failed to give notice, that this would be done unless its 
bill was paid. The question at issue, therefore, is whether a rule 
is reasonable which forbids an employee of the company to accept 
payment of an overdue bill when he goes to a premises under in- 
structions to turn off the supply of water. Public utilities in 
general, apparently do not regard it as necessary to have such a 
rule in effect. The company, in defense of the rule, claims that 
unpaid bills totalling a large amount accumulated in the terri- 
tory served by it; that an effort is being made to collect the ac- 
counts due; that some of the company’s customers have regularly 
disregarded bills and notices that service would be discontinued 
if the bills were not paid; made payments only when the em- 
ployee went to the premises to turn off the water, and that the 
rule, recently adopted, which forbids such employee to accept 


payment is justified by the conditions. 
P.U.R.1929B. 
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At the hearing the president of the company stated “I know 
very well this business of turning off water is a drastic remedy 
to collect a small bill. The company has a standing order, if 
anybody applies to the company and gives any reason, sickness 
or inability at present to pay, to always extend credit and say, 
you can pay next month or whenever convenient to do it. That 
has always been the practice.” 

It seems to the Board that it is not a good practice for cus- 
tomers of a public utility, able to pay a bill within the time al- 
lowed for payment, to delay payment until the company’s em- 
ployee goes to the premises to discontinue service. It is con- 
ceivable that customers in arrears might not have then available 
money to pay the bill. In such a case, the customer would be in 
default, though the employee had authority to accept payment. 
That certain customers of the company unduly delayed payments 
appears to be the fact. With respect to one of the parties com- 
plaining the secretary and treasurer of the company testified: 

“We had to go there to collect the last seven bills out of nine 
rendered and in two cases she gave the collector worthless checks. 
They were protested at the bank and returned to us and the col- 
lector was sent back there with the protested check and told her 
that if she did not make it good with cash the service would be 
discontinued forthwith.” 

[1-3] It was testified that money in payment of the bill was 
then produced. The conditions which had developed apparently 
justified some change in the company’s methods of collecting its 
accounts. For these conditions, however, the company cannot be 
regarded as free from blame. It seems to have permitted bills 
to remain long overdue and its employees sent to discontinue 
service apparently were looked upon by some of the customers 
as collectors, and in a sense seem to have been so regarded by 
the company. If, as appears to be the fact this resulted in an 
undesirable condition calling for correction, the company should 
have given notice to its customers of this and notified them that 
after a certain date the employee sent to turn off the water would 
not be permitted to accept payment of the account. The com- 
pany should also have notified the Board of this change in its 


practice. 
P.U.R.1929B. 
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The Board’s authority to fix just and reasonable regulations 
and practices to be observed and followed by public utilities does 
not divest the utility of power to adopt regulations, not incon- 
sistent with those fixed by the Board. The statute does not 
specifically require public utilities to advise the Board of the 
adoption of such regulations but this may be regarded as con- 
sistent with and contemplated by the act. It is in fact the gen- 
eral practice of public utilities to give such notice. If, at a 
reasonable time in advance of making the same effective, notice 
had been given to the customers of the company and to the Board 
of the company’s new regulation undesirable complications and 
misunderstandings might have been avoided. Regulations and 
practices adopted by public utilities may become effective with- 
out the Board’s approval, but may be set aside if the Board finds 
them to be unreasonable. On the record before it the Board 
would hesitate to issue an order setting aside the regulation under 
consideration. Without final disposition of the matter, it seems 
to the Board the conditions may be regarded as making it ad- 
visable for the regulation to remain in effect for at least a tem- 
porary period. As, however, customers not in arrears at the 
time of the last billing period, may be unaware of the regulation, 
the company should give general notice of the same, with an ex- 
planation why it deems it a proper one to enforce. 

The company should also instruct its employee to personally 
notify the customer before cutting off the supply of water. It 
appears that in some cases such notice was not given. In the 
case of illness in the family or some other exceptional condition 
made known to the employee he should be under a direction to 
ask for special instructions from the office, or allowed to use a 
reasonable discretion. It may be the regulation can be enforced 
in such a manner as to correct what apparently has developed 
into an undesirable condition with respect to payments of ac- 
counts and that this may be done without injustice or undue 
hardship. If it appears otherwise, the question of the issuance 
of an order setting the regulation aside will be given further con- 


sideration. 
P.U.R.1929B. 
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“You Push the Button” 








Physical labor has no place in modern street car 
operation. In cars equipped with National Pneu- 
matic Door and Step Controlling Mechanisms, 
the car man does not have to reach for or struggle 
with door handles and door operating levers. He 
simply pushes a button and the National Pneu- 
matic Door Engine does the rest. 


NATIONAL PNEUMATIC COMPANY 


Executive Offices: Graybar Building 
NEW YORK 


CHICAGO PHILADELPHIA TORONTO 
PARIS LONDON 
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SPEEDING THE WORLD’S WORK 








TODAY’S WESTINGHOUSE ELEVATORS KEEP UNPRODUCTIVE BUILDING SPACE AT A MINIMUM 


The new era in elevator transportation 


**Vertical transportation” is the name applied 
to the moving of people and materials from 
floor to floor. And Westinghouse, who has 
led in applying electricity to all the problems 
of horizontal transportation, has now co- 
operated with architects and builders in 
lifting vertical transportation to new heights 
of comfort, speed and convenience. 
Today’s Westinghouse elevators glide 
with velvet smoothness. They stop level 
with the floor . . . automatically .. . 
without jerking or jiggling! The smooth 
precision of Westinghouse automatic 
inductor control gives new luxury to 
elevator travel. And these new eleva- 
tors run at higher speeds. . . 


Westinghouse 


Electrification 


goods ...keep unproductive building space 
at a minimum. They are as modern as the 
buildings which they serve! 

Signal an elevator in the Fisher Building in 
Detroit . . in the Stevens Hotel in Chicago .. 
in the Koppers Building in Pittsburgh . . in any 
one of an increasing list of structures every- 
where piercing the nation’s skyline. You 
will set into operation this ingenious 
new automatic electric control system 
devised by Westinghouse engineers. 

It is a product of the same engineering 
skill and progressive spirit that pioneer- 
ed in railroad electrification . . . helped 
equip the first subway . . electrified the 

first ferryboat . . built the first 


carry more people . .. more Westinghouse practical street railwaymotor! 
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Safeguarded 
Quality 


Prompt Service 


Operating Mines, Smelters, Refin- 
eries and Wire Mills, Anaconda 
safeguards the quality of its Copper 
Wire products at every stage—from 


mine to consumer. Six modern 








mills, including the re-equipped 
plant at Hastings-on-Hudson, assure 
prompt delivery from coast-to-coast. 





Electrical Engineers are invited to 
use the facilities of our Technical 
Department with its background 
of metallurgical experience cover- 
ing more than a century. 


ANACONDA ; 
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ANACONDA COPPER MINING Co. 
Sa THE AMERICAN BRASS COMPANY 
are and Weatherproof 
Rod, Wire and Cable Products 


Varnished Cambric Cable 
Lead Sheathed General Offices: 25 Broadway, New York 
Chicago Office: 111 W. Washington St. 


v 


Braid Covered 


Paper Insulated Cable 
Lead Sheathed 


Bus Bars and Tubes 
Condenser Tubes 


Wire Mills—Ansonia and Waterbury, Conn.; Hastings- 
on-Hudson, N. Y.; Detroit, Mich.; Kenosha, Wis., and 
Great Falls, Mont. 
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NACONDA WIRE PRODUCTS 
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E. L. PHILLIPS & Co. 


ENGINEERS 


FINANCE, DESIGN, CONSTRUCTION 
MANAGEMENT 


OF 
PUBLIC UTILITIES 


50 CHURCH ST. NEW YORK 








DAY & ZIMMERMANN 


INCORPORATED 
ENGINEERS 
2 


Examinations 
Reports 
Valuations 
Public Utility 
Management 
2 
NEw yoRK PHILADELPHIA cHICAGO 


Foreign Office, Paris, France 





CLINTON H. MONTGOMERY 
c. P. A. 
CONSULTING ACCOUNTANT FOR CITIES 


ON PUBLIC UTILITY RATES 


WALDHEIM BLDG. FOURTH NATL. BANK BLDG. 
KANSAS CITY, MO. WICHITA, KANSAS 











Just Off the Press!... 


PUBLIC UTILITY SERVICE 
AND _ DISCRIMINATION 
In One Volume 
By 
ELLSWORTH NICHOLS 
(Associate Editor of Public Utilities Reports) 








1200 pages—$10 








Order Your Copy Now! 


PUBLIC UTILITIES REPORTS, INC. 
1038 Munsey Building Washington, D. C. 








HOW TO MARKET 
INVESTMENT 
SECURITIES 


LL the latest methods for 

putting investment securi- 
-ties on the market by means of 
advertising are made clear in 


“ADVERTISING 
INVESTMENT 


SECURITIES” 


a new book, edited by Samuet O. 
RIcE, Educational Director, In- 
vestment Bankers Association of 
America; and written by the In- 
vestment Research Committee of 
the Financial Advertisers Ass’n. 
The methods explained are those 
which many of the largest securi- 
ty dealers and bond departments 
have found practical, not only to 
sell more securities, but to sell 
them at a lower cost. 


The book gives full details on: 


. How to reach wider markets. 

. What the advertising depart- 
ment should do. 

. Where and how to spend money 
to derive most profitable re- 
turns. 

. Types of direct-mail advertis- 
ing best suited to this work. 


Price $5 


Examine This Book 
for Five Days. Without Charge 


Prentice-Hall, Inc., 
70 Fifth Avenue, New York, N. Y. 


Without cK i to me, you may 
send me a of “ADVERTISING 
INVESTMENT? * SECURI ITIES,” for 
five days’ FREE EXAMINATION. 
Within that time, I will either remit 
$5 in full payment, or return the book 
to you. 


Firm 














March 21, 1929 


Public Utilities Fortnightly 








PROFESSIONAL DIRECTORY 








STONE & WEBSTER 


Incorporated 
DESIGN AND CONSTRUCTION 


EXAMINATIONS REPORTS 
APPRAISALS 


Industrial and Public Service 
Properties 
Boston 


New York Chicago 


THE BEELER 
ORGANIZATION 


TRANSPORTATION, TRAFFIC 
OPERATING SURVEYS 
BETTER SERVICE 
FINANCIAL REPORTS 
APPRAISALS---MANAGEMENT 
2 


52 VANDERBILT AVE., NEW YORK 








| GANNETT, SEELYE & FLEMING, INC. 


ENGINEERING CONSTRUCTION MANAGEMENT 


UTILITIES---INDUSTRIALS---MUNICIPALITIES 


' HARRISBURG, PA. 
LAFAYETTE, LA. NEW YORK BUENOS AIRES, S.A. 


EDWARD J. CHENEY 
ENGINEER 
Public Utility Problems 


61 BROADWAY NEW YORK 








ARTHUR TYNG HERBERT R. DAVIS 
CONSULTING ENGINEERS 
SPECIALISTS IN UTILITY RATE AND TAX CASES, 


NATURAL GAS PROPERTIES, AND REPORTS TO 
INVESTORS AND BANKERS 


408 IROQUOIS BUILDING BUFFALO, N. Y. 





SANDERSON & PORTER 


ENGINEERS 


PUBLIC UTILITIES & INDUSTRIALS 


DESIGN CONSTRUCTION MANAGEMENT 
EXAMINATIONS REPORTS VALUATION 


CHICAGO NEW YORK _ SAN FRANCISCO 








STEVENS & WOOD 


INCORPORATED 


ENGINEERS AND CONSTRUCTORS 
ENGINEERING ° FINANCING 
CONSTRUCTION MANAGEMENT 


120 BROADWAY, NEW YORK 
YOUNGSTOWN, OHIO CHICAGO, ILL. 





THE AMERICAN APPRAISAL CO. 
VALUATIONS AND REPORTS 


NEW YORK MILWAUKEE 


AND PRINCIPAL CITIES 
1896 1929 








THE J. G. WHITE ENGINEERING CORPORATION 
ENGINEERS—CONSTRUCTORS 


Design and Construction of Power Plants 
Transmission Systems and Railroads 


REPORTS—APPRAISALS 
43 Exchange Place New York 


ROBERT W. HUNTCO. 


ENGINEERS 
BUREAU OF INSPECTION AND TESTS IS OF 
PARTICULAR SERVICE TO 
PUBLIC UTILITIES IN EXAMINATION OF 
ALL STRUCTURAL MATERIALS 


175 W. JACKSON BLVD. CHICAGO. 








Ford, Bacon & Davis 


ncorporated 
Enaineers 


39 BROADWAY, NEW YORK 
Philadelphia Chicago New Orleans San Francisco 











BLACK & VEACH 


CONSULTING ENGINEERS 
Appraisals, investigations and reports, 
design and supervision of construction 

of Public Utility Properties 

MUTUAL. BUILDING KANSAS CITY, MO. 
307 HILLS ST. LOS ANGELES, CALIF. 
36 W. 44TH ST. NEW YORK CITY 
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Dirt Cannot Enter 


this fan-cooled motor 


Allis-Chalmers enclosed fan-cooled motor 
driving an apron conveyor under shake-out 
pit in a large steel foundry. Motors lo- 
cated in such places cannot escape falling 
dirt, and are often covered with it. 


The solid cast iron bearing housings fitted 
with apertures for taking air gap measure- 
ments, not only carry the rotor, but also 
form the complete enclosures, thereby avoid- 
ing the use of separately attached coil en- 
closing devices with their auxiliary seals. 
The grease packed bearings of these motors 
are the only shaft seals against. the inter- 
change of inside and outside air. 

The open type motor in such destructive 
service is not the economical selection. 
Bulletin 1144 gives full details. Just write 
for it. 


LLIS-CHALMERS MANUFACTURING(O. 


MILWAUKEE, WIS. U.S.A. 


LIST OF i) PRODUCTS 














Alternating-current Watthour Meters _ Portable Test Meters 
Service and switchboard types Distant-dial Mechanisms 


: Circuit-breakers 
Direct-current Watthour Meters Current Shunts 


Service and switchboard types Instrument Transformers 


Amperehour Meters Maximum-demand 
Service and switchboard types Attachments 


Sangamo Clocks—Electrically Wound 
SANGAMO ELECTRIC COMPANY 
Springfield, Illinois 
Offices and Agents In All Principal Cities 
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COMPLETE ASSURANCE 
OF SAFETY 
AND SATISFACTION 
COSTS SO LITTLE 


SR 


Occasionally Crane Co.’s prices 
may seem a little higher, but con- 
sider this: The number 438 Stand- 
ard Brass Gate Valve pictured at 
right and recommended for steam 
working pressures upto 125 pounds 
is stronger than many valves of the 
same type rated at 150 pounds. In 
other words you are receiving 25% 
more strength when you buy this 
Crane valve than you would get by 
purchasing certain other brands. 

Perhaps Crane Co.'s ratings seem 
low. But 74 years of research and 
practical experience have definitely 
proved the Crane theory that it is 
more economical to rate mate- 
rials conservatively. The extra 
strength that Crane Co. gives 





No. 438 Standard Brass Gate Valve for 125 
pounds Steam Working Pressure 











is a guaranty of efficiency, of low- 
ered operating costs, of minimized 
replacements, and a security against 
the appalling waste of time and 
money that forms the wake of every 
accident. 


CRANE 


GENERAL OFFICES; CRANE BUILDING, 836 S. MICHIGAN AVENUE, CHICAGO 
NEW YORK OFFICE: 23 W. 44TH STREET . 


Branches and Sales Offices in One Hundred and Eighty Cities 
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AUEHAUS 


TRAILERS 


FRUEHAUF 
CARRYALLS 


ALL Fruehauf Carryalls can be 
furnished in the Semi-Trailer 
type and may be used interchangeably on 
all tractor trucks equipped with the 
lower half of the Fruehauf Fifth Wheel. 
This plan of operation keeps your trac- 


tor trucks constantly busy at productive 
hauling. Investigate the Fruehauf Semi- 
Trailer idea for making heavy hauls. 


Oldest and Largest Manufacturers of Trailers 


Semi-Trailers, Four-Wheel Trailers, Adjustable Pole Trailers, Heavy-Duty Carryalls 


FRUEHAUF TRAILER COMPANY 


Branches and Distributors In All Principal Cities 


10950 HARPER AVENUE—DETROIT—MICHIGAN 








Siding and Roofing for 
Public Utilities Buildings 
—externally protected against corrosion 


Robertson Protected Metal (RPM) is a corru- 
gated steel sheeting protected from rust and 
corrosion by three outside layers or coatings. 
Adaptable. Cut-to-fit. Economical-by-the-year. 


Also, Ventilation Systems 
and Skylights for 
tations 


H. H. 
ROBERTSON 
COMPANY 


First National Bank 
Building 
Pittsburgh, Pa, 





DUNCAN. 


Watthour Meters and 
Transformers 


Write for bulletins 


Duncan Electric Mfg. Co. 


Lafayette, Ind. 








“Variable Load Brakes” 


give uniform braking with varying load. 
ern Brakes for modern cars. 


Westinghouse Traction Brake Co. 





Wilmerding, Pa. 











What is aa 
Accomplished = 

by Large 
Industrial Units 


HE advantage to the consumer of 

large industrial units is exemplified 
in the electric light and power industry 
.... Through the holding company 
plan great plants and transmission 
systems have been built which have 
brought service to 4,000 additional 
communities in the past 5 years... . 
In this-period electricity was supplied 
to at least 7,000,000 additional homes 
.... While the general price level of 
commodities remained high, the price 
of electricity to the consumer was 
sharply reduced .... Only by large 
corporate and operating units could 
these results have been accomplished SS re 
.... The gas industry, also, is an obvious 
demonstration of mass production <i heldieainitas ditties 
and distribution tributors of investment securities we have 


been identified with the financing of elec- 
tric and £45 companies for more than 25 


years. Our services also include the financ- 
O ing of various industrial enterprises, bigh- 
Y. » “ and e way bridges, railroads and municipalities. 


Investment Securities 


31 SOUTH LA SALLE STREET CHICAGO 
New York « Boston « Philadelphia ~ Pittsburgh . Providence - Detroit - Minneapolis - St. Paul » Des Moines » Kansas City 
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Paint 
Standardization 


Talk 


& 
No. 11 


The chief benefits to 
be derived from using 
Degraco Standardiza- 
tion Charts are: 


Longer service from 
paints with less fre- 
quent repaintings 
because of better suit- 
ability of products 
used. 


Lower initial prices per 
gallon by giving the 
advantage of volume 
purchases. 


Degraco Standardiza- 
tion Charts are noted 
for being the most 
practical, simple, and 
concrete. 


mann Graphite Company 


DETROIT, F sescmican 


Manufactured in Canada by the 
Dominion Paint Works, Ltd. 
Walkerville 


Branch Offices and Warehouse Stocks 
in All Principal Cities 





quality are responsible for General’s po- 


7 


SPECIALIZATION 
In the Bus Tire Field 


and the policy of never tampering with 


sition in the high regard of bus tire 
buyers the country over. 


GENERAL 


TIRE - 
Built in Akron, Oh‘o 
GENERAL TIRE & RUBBER CO. 








NAUGLE POLES 


Western and Northern Cedar 
Butt-treated or Plain 


NAUGLE POLE & TIE CO. 
59 East Madison Street Chicago, Iil. 








STANDARD BUILDINGS 
TRANSMISSION TOWERS 
STEEL FORMS fin § CONCRETING 


Manufacturers of 
CLAMSHELL BUCKETS 


STEAM PURIF 
STEEL GRATING 
BLAW- _— COMPANY 
Farmer’s Bank B Pittsburgh, Pa. 
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Power Plant Piping 


Pittsbergh Piping & Equioment Co. 


Pittsburgh, Pa. 
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The Babcock & Wilcox Co. 


85 LIBERTY STREET, NEW YORK 


ESTABLISHED 1868 





Water Tube Boilers Steam Superheaters 

Economizers Air Preheaters 

Chain Grate Stokers Oil Burners 
Refractories . 


Seamless Tybe and Piping 


BRANCH OFFICES 









































ATLANTA Candler Building 
Boston 80 Federal Street 
CHICAGO. Marquette Building 
CINCINNATI Traction Building 
CLEVELAND Guardian Building 
pee” eee Magnolia Building 
DENVER 444 Seventeenth Street 
DBT ROR T a.ccesoncecocse-esenseeneeee—-onsesee.----- FOFE Building 
Houston, TEXAS Electric Building 
ANGELES Central Building 
New ORLEANS 344 Camp Street 
| ee Packard Building 
PHOENIX, ARIZ Heard Building 
PrrTsBuRGH Farmers Deposit Bank Building 
Porrane, One.......................... Failing Building 
ee Ls, Rene Kearns Building 
San FRANCISCO Sheldon Building 
SEATTLE Smith Tower 
BRITE, Te. Tih ccccsesccsacascecsosases . Castle & Cooke Building 
Havana, CuBAa Calle de Aguiar 104 





eee Recinto Sur 51 
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N. E. cor. 16th & Locust Sts. 





We Deal in the Securities of 


The Tennessee Electric Power Company 
Portland Electric Power Company 
Commonwealth Power Corporation 


Bangor Hydro-Electric Company 


E. W. CLARK & CO. 


Philadelphia, Pa. 











The Electric Railway 
Equipment Co. 


Manufacturers of 


* Cincinnati, Ohio 
New York Office, 30 Church Street 


“WONDER” Portable 
Cold Pipe Bending Machines 


Lead the world in sales and 
performance 
Cost less to make Sell for less 

The cost of bending 

1” pipe, Sc 3” pipe, 20c 

2” pipe, 10c 4” pipe, 40c 
6” pipe, 60c to $1.00 
8” pipe, $1.00 to $1.50 


American and Foreign 
Patents 
Send for catalog. Over 7,000 in use. 
Twenty sizes and types to select 
from. 


American Pipe Bending Machine Co., Inc. 
21 Pearl Street, Boston, Mass. 














Earll Catchers and Retrievers 


WE have specialized in Trolley Catch- 
ers and Trolley Retrievers for more 
than twenty years. Let us help you with 
your trolley troubles. Samples furnished 
upon request. 


C. I. EARLL, YORK, PA, 


CANADIAN AGENTS 
Railway & Power Engineering Corp., Ltd., Toronto, Ont. 
IN ALL OTHER FOREIGN COUNTRIES 
International General Electric Co., Schenectady, New York 
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ALDRED & CO. 


40 WALL STREET 
NEW YORK CITY 
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P. U. R. Guesiion Sheet Plan | 


AN EDUCATIONAL OPPORTUNITY for pub- 
lic utility men. A fortnightly quiz of ten questions 
and answers on practical financial and operating 
questions discussed and decided by the State Com- 
missions in their investigations of public utility 
companies. 





Here are two from more than 200 testimonials: 


“* *it seems to me that any ambitious 
manager or other responsible official or 
employee would realize the importance to 
him of using these question sheets and 
answers regularly.” 

“T wish to state that we find the Ques- 
tion Sheets exceedingly helpful, and feel 
that the money spent for them has been 
well invested.” 


$25.00 a year for the Public Utilities Fort- 
nightly with Question Sheets and answers. 


$10.00 a year for Question Sheets and answers 
alone. (This subscription is for those who have 
access to the Public Utilities Fortnightly.) 


For further information address 


PUBLIC UTILITIES REPORTS, INC. 


1038 Munsey Bldg. Washington, D. C. ' 


~ BELMONT JRON WORKS 


PHILADELPHIA NEW YORK EDDYSTONE 














STRUCTURAL ‘STEEL :: :: 
PLAIN and FABRICATED 
PAINTED or GALVANIZED 
FOR POWER HOUSE, SUBSTATIONS and TOWERS 
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-Offe is the 
QUICKEST way 


ITH a Prest-O-Lite torch outfit 
linemen can do a faster, better 
splicing or brazing job every time. It’s 
convenient and quick—nothing to get 
ready. Just turn on the gas, light the 
torch and the job is under way. 
Utility companies everywhere are us- 
ing Prest-O-Lite equipment for installa- 
tion and repair work in the field and 
shop. There is a Prest-O-Lite torch for 
every utility requirement, furnishing a 
wide brush flame for soldering and heat- 
ing or a small sharply defined flame for 
soldering delicate connections. 
Ask the Prest-O-Lite Gas Distributor 
about this equipment or write us direct 
for complete information. 


THE PREST-O-LITE CO., Inc. 
Unit of Union Carbide and Carbon Corporation 
new york [33 = cnicaco 

Carbide and Carbon Bidg. Railway Exchange Bldg. 


SAN FRANCISCO 
Adam Grant Bidg. 











Paints - Varnishes - Enamels - Lacquers 
(239) 
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ARCO OFFERS A COM- 
PLETE LINE OF PAINTS 
AND PROTECTIVE PROD- 
UCTS DEVELOPED ES- 
PECIALLY TO MEET 
YOUR MAINTENANCE 
AND FINISHING NEEDS 
... AND EACH MEMBER 
OF ARCO’S LARGE 
STAFF OF EXPERIENCED 
MAINTENANCE ENGI- 
NEERS IS DEEPLY IN- 
TERESTED IN YOUR 
PROBLEMS. EVERY AR- 
CO FACILITY IS AL- 
WAYS AT YOUR COM- 
MAND. CALL ON US AT 
YOUR CONVENIENCE. 


THE ARCO COMPANY 
CLEVELAND OHIO 


In Canada—The Arco Co., Ltd. 
Toronto, Ontario 


Branches and Warehouses in Principal Cities 

















Public Utilities ‘Fortnightly 


March 21, 1929 








Cast Iron Pipe and 


Fittings for all purposes 





High and low 
Pressure Pipe 
for Gas 


Service 








Write for our specifications 
of deLavaud Centrifugal or 
pipe cast vertically in dry 
sand moulds 











Elliott 
Power Equipment 


includes steam turbines 
and engines, generators 
and electrical machinery, 
condensers, air ejectors, 
deaerators, feed water 
heaters, and accessory 
equipment. 


ELLIOTT COMPANY 
Pittsburgh, Pa. 
General Sales Offices Jeannette, Pa. 
District Offices in principal Cities 
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FULLER Gl) LEHIGH 


PULVERIZED-COAL EQUIPMENT 


Complete Pulverized-Coal Equipment for direct- 
- fired and storage systems 


Pulverizing Mills 

Transport System for Pulverized Coal 
Dryers, Rotary and Vertical 

Feeders 


Burners 


WATER-COOLED FURNACE WALLS 
for pulverized-coal, stoker and oil-firing 


FULLER LEHIGH COMPANY’ :: FULLERTON, PENNA. 
A Babcock & Wilcox Organization 











Magnet Wire 
of 


Quality 


ASSACHUSETTS 
AGNET WIRE 


All Sizes 


MASSACHUSETTS ELECTRIC MANUFACTURING CO. 


West Lynn Massachusetts 

























More Than 100 Companies 
Diversify Your Investment 


in Cities Service Common 



























H. L. Doherty & Co. Name 
60 Wall St., New York 

Please send me, without Address 
obligation, full informa- 

tion about Cities Service 


Common Stock. 


When you invest in Cities Service Company Common 
stock your dividends come from more than 100 sub- 
sidiaries spread over North America from lower Canada 
to Mexico. The Cities Service subsidiaries are active in 
three great industries—electric light and power, manufac- 


tured and natural gas and petroleum. 


Its diversified sources of income from essential products 
are in great part responsible for the steadily growing 
earnings of the $800,000,000 Cities Service organization. 


Write for full information about Cities Service Com- 
mon stock which at its present price yields about 7 


per cent. 


HENRY L. DOHERTY & COMPANY 
60 Wall Street () New York City 


Branches in principal cities 
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CANDLER BLDG. 


Advertising has become an in- 
dispensable part of our national 
life. It performs a genuine service 
to a fast-moving public. It has 
been identified with the Electric 
Railways for such a long period 
that the public has come subcon- 
sciously to value the guidance of 
this phase of the service in the 
fulfilling of everyday wants. 


Collier Service car cards are not 
only a part of Electric Railway 
Service, but a dependable source 
of revenue as well. 


Barron G. Collier 


INCORPORATED 








NEW YORK CITY 























aj 
it 
et , 


pts eRe Sut 
PRS 


a 


The Cascades Yield 
to a New Conqueror 


HE Conqueror is power—electric 

power—the “white coal” furnished 
by the snowfed streams of the moun- 
tains themselves. 


Working at unprecedented speed, 
and with clocklike regularity, engineers 
drove an eight-mile bore straight 
through thegranite heart of theCascades 

the longest tunnel in America. Electric 
compressor plants furnished the com- 
pressed air; electric heating units kept 
the exhaust of the big shovels 
from freezing; motorized muck- 
ing machines loaded the dump 
cars and electric locomotives 
were used to haul them away. 


In less than three years the job was 
done—and now huge electric locomo- 
tives haul the trains of ‘the Great 
Northern through the new tunnel in 
fifteen minutes. 

Less dramatic paved = no less 
important, are the myriad applications 
of electricity which are transforming 
every aspect of life and work in homes, 
offices, and factories. Literally, thou- 
sands of these applications are General 

Electric developments; always 
and everywhere the General 
Electric monogram is a safe 
guide to electrical correctness 
and dependability. 


GENERAL, ELECTRIC 








